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In 1998, Cavell undertook 
a new strategic focus and created a new business plan targeted towards balance sheet strength, capital risk min- 
imization and rate of return maximization. The plan is hallmarked by its sensitivity to the cyclical nature of oil and 
natural gas prices; by employing different strategies in the different phases of the commodity price cycle, Cavell 
identifies opportunities for growth regardless of the phase. 


In 2002, Cavell undertook a strategy to expand the Company’s assets and set of opportunities in order to more 
aggressively position itself for long-term sustainable growth. In pursuing this objective the Company accumu- 
lated new assets and technical information and expanded development plans for new properties, substantially 
adding to its land base and inventory of drilling locations. This strategy proved its value in the latter part of 2002 
as drilling and production activities began to provide strong results, revealing the potential for long-term growth 
contained in the Company's assets. 


The results of the last few years have positioned the Company to take advantage of opportunities for growth, 
expanding its exploration and development programs and commencing synergistic property acquisition 
programs. Cavell’s goal is to enhance its balance sheet, grow cash flow, expand its reserve base and augment its 
inventory of high quality low risk drilling opportunities. Cavell holds a well-balanced portfolio of Company 
operated producing properties and exploration and development prospects with significant upside potential, pro- 
viding increased production and financial gains in the years to come. 


Cavell’s continued demonstration of long-term growth in production, reserves, cash flow, earnings and assets 


will manifest itself in value for the Company's shareholders. Cavell is listed on the Toronto Stock Exchange under 
the symbol “KVL. 
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Corporate Information 


The Annual and Special General Meeting of Shareholders of 
Cavell Energy Corporation will be held at 2:30 pm, Wednesday, 
May 14, 2003, in the Main Lecture Hall on'the main level of the 
Metropolitan Centre, 333 — 4th Avenue SW, in Calgary, Alberta. 
The Company encourages all shareholders and interested parties 


to attend. 


Where amounts are expressed on a barrel of oil equivalent basis (boe), gas 
volumes have been converted to barrels of oil at six thousand cubic feet 
per. barrel. Cavell’s production numbers are calculated net of working 
interest and after processing (i.e. final sales volumes). The terms funds 
flow and cash flow are used interchangeably between the Annual Report 
Consolidated Financial Statements and Management's Discussion and 


Analysis and is prior to the change in non-cash working capital. 


(thousands of Canadian dollars, except volume and share data) 
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Financial 
Revenue, net of royalties 19,818 
Cash flow from operations 12,203 
$/share - basic 0.34 
$/share - diluted 0.33 
Net earnings 2,741 
$/share - basic 0.08 
$/share - diluted 0.07 
Additions to capital assets 26,963 
Proceeds on sale of capital assets (4,812) 
Bank debt 15,600 
Total debt 17,141 
Shareholders’ equity 34,638 
Average shares outstanding (000s) 36,124 
Operations 
Oil (bbls) 472,277 
Natural gas (mmcf) 2,081 
Boe (6:1) 819,110 
Oil (bbl/d) 1,294 
Natural gas (mmcf/d) 5.7 
Boed (6:1) 2,244 
Average oil sales price ($/bbl) 36.00 
Average gas sales price ($/mcf) 3.92 
Average sales price ($/boe) 30.72 
Netbacks ($/boe) 18.25 
Reserves - proven and probable (mboe) 10,395 
Wells Drilled 
Gross 50 
Net 49 
Success Rate (%) 88 


long-term results: 


22,572 (12) © Accessing growth 
15,566 (22) opportunities in 
0.47 (28) Western Saskatchewan's 
0.46 (28) natural gas assets while 
5,784 (53) reinvesting in South East 
0.18 (56) Saskatchewan's high 
0.17 (59) netback oil areas 
17,506 54 
(1,120) 330 © 5,000 boed in two years 
8,800 77 
9,379 83 
30,630 le 
32,863 10 
566,641 (17) 
1,780 A\7/ 
863,333 (5) 
1,552 (17) 
4.9 7) 
2,365 (5) 
33.33 8 
4.71 (17) 
31.59 (3) 
20.97 (13) 
7252 43 
28 79 
26 88 
84 


Highlights 


Increased established reserves by 47% to 9.2 million boe 
Increased net asset value by 60% to $2.15 per issued share 


Achieved a $7.32 per boe finding and development cost for 
proved reserves 


© Achieved a 2002 December average rate of production 
of 2,721 boed 


© Developed a drilling inventory of over 100 locations 
by year-end 


Acquired a 30 section lease from the Little Pine First Nation 
and a major Farm-in agreement for 65 sections in West 
Central Saskatchewan 


Acquired and built additional 5.0 mmcf/d of natural gas 
processing capacity in West Central Saskatchewan 


Identified, developed and brought the new Shackleton 
natural gas area to production 


Developed and proved a light oil play in South East 
Saskatchewan 


Increased capital assets by 36% to $59.4 million 
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The Creation of Opportunity and Value 
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KVL Share Price 


(Share price represents average for the month) 


$1.60 ¢ First quarter results in 
= Highsst eamilnigs increases in all areas: 
recorded in Aree Halk ¢ Heavy oil and natural production, revenue, 
$1.40 since 1996 gas discovery at cash flow and net 
Birling in WC income 
¢ New Alberta natural Saskatchewan 
gas project on produc- 
tion at 600 mcf/d ¢ Reduced total debt by 
$1.20 10% to $11.5 million 


¢ Average production of 
1,429 boed; proved 
$1.00 * Cash flow per share reserves of 5.6 mmboe 
increase 300% 
year-over-year 


$0.80 
$0.60 ¢ Average production of ein" 
1,086 boed; proved ° Successful light oil 
reserves of 5.1 mmboe pool identified at 
Oakley with wells 
$0.40 producing in excess 
of 300 bbls/d 
¢ Second quarter 
$0.20 represents 12th 
; * Average production consecutive quarter of 
increases due to * First well drilled at growth in all areas 
drilling success Oakley, discovering 
$0.00 $0.6 million raised new pool in SE 
through exercise Saskatchewan 


of warrants 
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Taking Advantage of the Economic Cycles 


| DECEMBER 2001 


: | © Private placement of 
Sa erg oe 3.1 million common 
Pe! Fey flow-through shares 
for proceeds of 
$3.0 million 


e Average production of 
2,365 boed; proved 
reserves of 5.3 mmboe 


APRIL 2002 


e Acquired 58 sections 
of undeveloped land in 
SW Saskatchewan 


e Farm-in agreement for 
65 sections of land in 
WC Saskatchewan 


AUGUST 2002 


¢ Construction of a 
5.5 mmcef/d natural 
gas plant in the 
Shackleton area of 
SW Saskatchewan 


¢ Acquired 2.5 mmcf/d 
Lilydale gas plant, 
along with land 


DECEMBER 2002 


¢ Offering closed for 
1.2 million common 
flow-through shares 
for proceeds of 
$2.3 million 


ize ts : j : and wells 
; | AUGUST 2001 FEBRUARY 2002 
* Higher capital budget * Agreement with the JUNE 2002 
allows for seismic and Little Pine First Nation 
| for 30 sections of land 


acquisitions of land 
in WC Saskatchewan 


¢ New natural gas 
area established in 
SW Saskatchewan 


¢ Baldwinton production 
increases to 3.9 mmcf/d 


OCTOBER 2002 


¢ Commenced produc- 
tion at Shackleton 
natural gas plant; 
newly developed 
asset increases 
production by 32% 


a ohare JULY 2002 


¢ Saskatchewan 
government highlight 
Shackleton area as 
a major find, adding 
potentially 20% to total 
gas reserves in the 
province 


SEPTEMBER 2001 
¢ Light oil exploration 
| and production accel- 
| erated to minimize 
| impact of weak natural 
| gas prices and world 
| oil markets 


MARCH 2002 


e Results show 
increased oil produc- 
tion offset impact of 
lower gas prices 


¢ Drilling program 
initiated to benefit 
from lower royalty rates 
from Saskatchewan 
new royalty regime 
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Meeting our Goals Year-Over-Year 


Cavell focused on creating a strong foundation for long-term growth throughout 2002. This was a year 
of strategic positioning through the accumulation of assets, identification of new prospects and the 
realization of new opportunities. While keeping a focus on the future, Cavell maintained a high drilling 


success rate on an increased number of wells drilled and substantially increased proved and probable 


reserves. As a result, the Company has created new opportunities that will support its pursuit of growth 


for years to come. 


Reserves (mmboe) D Proven 50% Risked Probable Average Production (boed) 


of 2,365 boed 


Established natural gas core area in | Increased natural gas presence: drilled 12 Realized 19% return on equity 
East Central Alberta wells and increased land to 45,000 acres (32% on pre-tax basis) 
Negotiated PanCanadian Attained average production | Achieved 84% drilling success rate 
two year farm-in | of 1,429 boed 
a 2. a! es “ Ee a ee ene at 3 EE EA al nr cao 
Q | i 
Raised $900,000 | Realized earnings of $0.32/share Attained average production 
| 7 
il 
| 


Sold non-core minor properties for More than tripled 1999 cash flow Realized earnings of $0.18/share _ 


proceeds of $700,000 | (pre-tax earnings were $0.30/share) 
Achieved 70% drilling success rate Commenced natural gas production | Achieved cash flow of $0.47/share 


| in October 
Doubled 04 cash flow from 04 1998 Year-end debt to cash flow ratio of 1.28 


a ia aan an a —— —— — —+ 


Increased natural gas rate to 4.9 mmcf/d 


Reduced debt by $1 .3 million Year-end debt to cash flow ratio of 0.60 


Achieved 24% of total production 
from gas 
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“Cavell has significant opportunities for 


expanding its exploration and development 


programs and commencing synergistic 


property acquisition programs.” 


Cash Flow ($000s) 


99 
00 
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_ 2002 Targ et 


© rreate anew natural gas area 


1 2.3 
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Glen A. Volk 


Vice President, Production and Operations 


Total Debt ($000s) 
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00 
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2003 Ta rget 


Proved commercial gas (production at 
Shackleton in SW Saskatchewan 


i 
i 
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ents 


© Create a anew natural gas area 
of opertien 


© Ronen earnings wee SiyeLan ay 
economic downturn 


© Achieved earnings a $2. 7 Paiean 
BesPne the dren in field netbacks 


© Rehieve a aniings success rate of at 
least cn 


© nchycte at eae a 10% driliiag 
success rate 


Realized a ee success rate ee 88% 


ee 


© Achieve an average rate of proauction 
of 3,500 Beet 


ze) Reach an average rate of ceaduceun 
af 2, aus pre 


Attained average production of 
fe - ol 


0) Aiea reserve eddhions - a minimum 
of 10% 


© Realize igen growth in Cavell’ s 
undeveloped land inventory 


hase rights to 176 sections Aco ign 


as well as a 65 section farm-in in 
Wester Saskatchewan) 


© Maintain a conservative debt to 
forward cash flow ratio of less than 
ile pea if 0 


5 


© Attain reserve additions of at least st 10% 


Increased established reserves by 47% 


to 9.2 ene 


| 
| 


© Increase pee flow per share ie 50% 


0) Maintain a- debt to Mee flow ratio see 
eS itoll? Diet less 


Year aa debt to er flow ratio ~ 
1.4 to 1.0 


| 
| 


© Increase gas production to greater 
than ite of corpora oa 


ao) ineheass naeiral gas Saieduraen to » 40% 
of corporate production 


Achieved 42% of total Be fon 
natural gas 


utauiw was not achinvadree as a result oft the Company's s 
decision to delay drilling in the third quarter to take 
advantage of a new royalty structure in Saskatchewan 


eeu 


| 


© tow SE Bickerchawan as a strong 
produces and cash flow base 


© Expand Western Suekaichewan ratty 
gas syees extensions and growl 


© ence commitment to a8 per- 
formance and minimize impact of 
Cavell’s operations on the environment 
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Letter to Shareholders 


It's a well known fact that drilling density in Western Saskatchewan is a fraction of that in Alberta 
(i.e. there have been far fewer wells drilled in this geologically similar area). This lower drilling 
density translates into larger available reserves, better deliverability and lower levels of competi- 
tion. Recognizing this opportunity, Cavell's first goal was to shift our natural gas growth strategy 
to Western Saskatchewan to take advantage of this area's ability to deliver significant growth in 
production and reserves. We believe that our 2002 achievements speak loudly in support of 


this premise. 


One aspect of this shift was to develop a new area of operation in Western Saskatchewan. In 
February 2002, Cavell acquired its initial position in Shackleton, a new area of South West 
Saskatchewan. This area has proved to be a significant new discovery of natural gas reserves in 
the shallow Milk River formation, contributing 17.6 bef of reserve additions since the new field 
was placed on stream in October, 2002. Since acquiring its initial land position, Cavell now 
controls about 120 sections of land in the greater Shackleton area and has developed a 5.0 mmcf/d 


natural gas plant and associated infrastructure for the area. 


Cavell's second goal was built on this key shift in corporate strategy. With the success previous- 
ly experienced in pursuing natural gas in West Central Saskatchewan, the Company decided to 
aggressively expand the scope of its operations. Firstly, we entered into an agreement with the 
Little Pine First Nation that gives us access to approximately 30 sections of virtually unexplored 


land. Secondly, the Company negotiated a 65 section Farm-in Agreement. These two agreements 


/ CAVELL ENERGY CORPORATION 


combined with the willingness to develop gathering and processing infrastructure gives Cavell a 
dominant position in the area. This effectively set the stage for growth in natural gas production 


and reserves in late 2002 and into 2003 and beyond. 


In South East Saskatchewan, the Company initiated a new strategy in 2002. This area has consis- 
tently generated high netbacks, providing a strong supply of cash flow for development. Cavell 
took preliminary steps to take advantage of its inventory of horizontal drilling opportunities, 


preparing for reinvestment into its growth of light oil production and reserves in 2003. 


2002 was a year to build on the successes achieved in 2001, directing our efforts to capitalize on 


new opportunities and to further develop the momentum for growth. 


Results 

Our business plan is designed to be risk averse, agile and opportunistic. Its function is to deliver 
superior results and position Cavell to meet its two-year goal of 5,000 boed. The breadth and 
variety of our asset base has provided management with the flexibility to respond to fluctuating 
commodity prices, guiding the Company's direction towards activities with the best long-term 


returns to the shareholders: 


© In response to additional opportunities in Western Saskatchewan and strong natural gas 
prices, management diverted operations mid-year to focus on increasing rates of natural gas 


production and reserves; 


© Cavell deferred its fall drilling program until October in order to benefit from the revised 
Saskatchewan royalty regime, reducing royalties for new wells by an average of 10 to 20 per 
cent. Although this delay impacted short-term production rates, it provides long-term cash 


flow gains; and 


© The East Central Alberta natural gas area was sold to supply funds for the development of 
natural gas infrastructure in Western Saskatchewan, which provides better drilling and pro- 


duction results. 


These actions resulted in late year production and reserve gains, which are continuing into 2003. 
With drilling activity focused in the last half of the year, Cavell experienced a slight decrease in 
average daily production but gained a high drilling success rate and large reserve increases. In 
2002, Cavell had an 88 per cent drilling success rate and increased established reserves by 47 per 


cent while delivering a proved $7.32 per boe finding and development cost. 


With net capital expenditures of $22.2 million, 2002 was designed to be a platform year to spring 
forward. Lower commodity prices in the first half of the year and drilling delays impacted cash 
flow and net earnings slightly, decreasing to $12.2 million and $2.7 million respectively. Year-end 
total debt was higher than estimated at $17.1 million due to facility additions and land sale 


activities - decisions made in response to Cavell's drilling success. 
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The Cavell Edge: 


© Concentrated 
asset base 


© Wealth of 
opportunities 


© Solid infrastructure 


© High level of 
expertise 


© Proven methodology 


© Management 
perspective 


© Flexibility 
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Business Plan 
Principals: 


© Continue a long-term 
focus on natural gas 


© Maintain or grow light 
oil production 


© Preserve a solid 
balance sheet 


© Mitigate the various 
risks of our business 


© Generate our own 
prospects with high 
working interests 


© Uphold strict 
financial controls 


Cavell continues to attend to its goal of being a low cost producer. As in the previous year, the 
Company successfully reduced its interest expense costs on a boe basis by 19 per cent. Due to 
a more complex operating environment, operating costs increased to $5.94 per boe versus $5.17 
per boe in the previous year. Increased operating costs, crown royalties and lower commodity 
prices combined for an $18.25 per boe field netback as compared to $20.97 per boe in 2001. 


Cavell will focus on increasing netbacks as we move forward into 2003. 


Through the achievements of the past year, Cavell is in a unique position in our industry. We have 
a solid balance sheet, a robust drilling inventory of over 100 prospects, three core areas that hold 
great potential for growth and an experienced team able to exploit these assets. Our business 
plan has developed a company that is prospect rich, affording management the flexibility to 
choose from a variety of options that provide optimal returns. This is a rare situation in today's 


industry and we intend to make the most of our advantage. 


2003 Outlook 
In 2003, Cavell will maintain its strategic focus and the base principals of its business plan, which 
has been responsible for our success. These principals will continue to guide Cavell as we 


develop both new and existing areas of operation. 


The success Cavell experienced in the last half of 2002 has set the stage for growth in 2003. We 
have continued to strengthen the Cavell team with the addition of key personnel, particularly in 
the natural gas area. Our drilling results in combination with acquisitions have left the Company 
in a prospect rich position in all areas of operation. Western Saskatchewan alone has the ability 
to deliver promising results and to be a major driver in achieving our goals through its combina- 
tion of high quality natural gas drilling prospects, dominant land position and our commitment 


to the area. 


Every year we set forth the Company's principal objectives for the year (Cavell's track record can 


be found on pages 4 and 5). Our objectives for 2003 are to: 


Create a new natural gas area of operation; 

Achieve a drilling success rate of at least 70%; 

Achieve an average rate of production of 3,500 boed; 

Attain reserve additions of a minimum of 10%; 

Maintain a conservative debt to forward cash flow ratio of less than 1.5 to 1.0; 
Increase cash flow per share by 50%; 


Increase gas production to greater than 50% of corporate production; 
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Grow South East Saskatchewan as a strong production and cash flow base; 
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© Capitalize on increased demand for natural gas through expansion of existing systems, new 


extensions and strategic growth in our core areas of Western Saskatchewan; and 


© Maintain our commitment to safety performance and minimize impact of Cavell's operations 


on the environment. 


The theme of last year's annual report was 'On Lead'; we feel that the team has led the Company 
towards sustainable long-term growth and results through the achievements of the past year. 
Over the course of 2003, Cavell expects to continue to develop the multitude of opportunities 


defined on its lands as well as new opportunities as they are identified. 


Currently focused in Saskatchewan, we continually investigate and seek producing properties 
that will result in meaningful reserve and production additions for the Company. We focus capital 
on prospects in proven growth areas that offer low cost drilling, multi-zone potential and year 
round access. As we recognize value in a prospect, Cavell will act on any appropriate opportu- 


nity that matches our skill set and business plan to provide value to our shareholders. 


The performance, expertise and dedication of the Cavell team combined with the guidance of 
the Board of Directors has created a strong and flexible asset base - one which is opportunity 
rich and capable of positive growth in the years to come. As Cavell focuses on attaining its two 
year production target of 5,000 boed, the contribution of employees and the Board along with 
the continued confidence shown by our shareholders is greatly appreciated. With your support, 
we will continue to deliver results - accelerating the momentum for growth and increasing 


company value. 


On behalf of the Board of Directors, 


David J. Evans Ph.D. 


Chairman 


Murray D. McCartney 


President and Chief Executive Officer 


March 5, 2003 
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Operations & Exploration Review 
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In 2002, Cavell undertook a strategy to expand the Company's natural gas exposure and oppor- 


tunities in order to more aggressively position itself for long-term sustainable growth. With the 
numerous opportunities identified in Saskatchewan, a decision was made to sell the Company's 
Alberta assets. This allowed Cavell to focus exclusively on its high growth Saskatchewan core 


areas and provided capital to build facilities and infrastructure. 


The majority of Cavell's 2002 budget was focused on developing the potential of its natural gas 
asset base in Western Saskatchewan. In pursuing this objective the Company accumulated new 
assets and technical information and expanded development plans for new properties, substan- 
tially adding to its land base and inventory of drilling locations. Over 116,422 gross acres of land 
were added through acquisitions (land sales, freehold leasing and purchase and sale) in 2002. In 
addition, Cavell's seismic database increased significantly through the acquisition of 580 kilome- 


tres of seismic with the expenditure of $2.8 million. 


This activity has resulted in a company that is rich in opportunities. As Cavell follows up on 
its successful natural gas exploration programs of 2002, Western Saskatchewan will contribute 
additions in production and reserves in 2003. South East Saskatchewan will provide additional 
light oil volumes as Cavell expands the scope of its exploration and development activities into 


new pools and reserves. 


Cavell is in a unique situation: in addition to having a solid balance sheet, the Company holds a 
robust inventory of over 100 locations with all three core areas providing great potential 
for growth. The achievements of 2002 have set a foundation for accelerated results, positioning 


Cavell to achieve its production goal of 5,000 boed by the end of 2004. 
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This area offers many opportunities for growth for Cavell and continues to 


deliver positive natural gas drilling results. Cavell pursues natural gas princi- 


pally in the Colony and McLaren channel trends in the Cretaceous age. These 


formations are shallow, approximately 400 to 500 metres subsurface, and are 


easily identified on seismic using ‘bright spot’ interpretations (see example on 


next page). This straightforward seismic model in combination with the 


area's prospective nature creates an environment where Cavell can deliver 


solid long-term results. 


West Central Saskatchewan 


Acquired over 125 sections of land 

91% success rate 

Shot $2.1 million seismic 

Built Baldwinton plant at 2.5 mmef/d capacity 
Purchased Lilydale plant at 2.5 mmcf/d capacity 
Capital expenditures of $8.1 million 


Identified over 30 drillable locations 
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Expand area of operation 
Capital expenditures of $11.0 million 
Drill 15 to 20 wells 


Increase production to 13.0 to 15.0 mmcf/d 
by year-end 


Two year production goal: 17.0 to 20.0 mmcf/d 


West Central 


Cavell made significant gains in West Central Saskatchewan 
in 2002. The Company increased its land position by 30,961 
acres of new land, shot $2.1 million of seismic and made 
investments in infrastructure. Of the 11 wells drilled in the 
area, 10 were successful (nine gas and one heavy oil), achiev- 
ing a 91 per cent drilling success rate. During the year 
Cavell expanded its gas gathering systems and obtained, 
through construction and acquisition, two additional gas 
plants. This provided Cavell with control of 7.0 mmcf/d of 


processing capacity in West Central Saskatchewan. 


4s 


Cavell has developed a dominant land position in this area 
through the acquisition of over 125 sections of land. Early 
in 2002, Cavell entered into an agreement with the Little 
Pine First Nation covering approximately 30 sections of 
sparsely drilled land. Cavell subsequently shot seismic, 
drilled one gas well and identified five drillable locations for 
natural gas and heavy oil. The Little Pine area has the poten- 
tial to drive Cavell’s growth during 2003. 


he 
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Later in the year, Cavell executed a 65 section farm-in 
agreement. Under this agreement, the Company had a 10 
well drilling commitment which was fulfilled early in 
the first quarter of 2003. Cavell has identified considerable 
production potential in these lands and plans to expand its 
influence in the region through a series of rolling drilling 


options. 


Cavell entered 2003 with more than 30 drillable locations in 
this region and natural gas production of approximately 5.5 
mmcf/d (average for December 2002). In 2003 Cavell plans 
to drill between 15 and 20 wells, shoot $2.1 million of 
seismic and expand processing capacity in order to reach its 


2003 year-end target of 13.0 to 15.0 mmcf/d. 


Cavell's successful track record in this area combined with its 
infrastructure and dominant land position gives the Company 
a competitive advantage and provides a foundation for further 
expansion in West Central Saskatchewan. The Company plans 
to expand its prospect area, which will provide additional 


growth opportunities for 2003 and beyond. 
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The Shackleton or ‘Abbey’ pool is a shallow Milk River Pool, which appears to Fs 200 
be analogous to the sizeable Hatton Pool. Milk River wells in the Hatton pool 

typically have initial production rates in the range of 100 to 400 mcf/d and 

generate ultimate reserve recoveries between 1 to 3 bef per section. The Milk 

River at Shackleton is a blanket formation similar in thickness and structure to 

that found in the Hatton Pool. 


South West Saskatchewan 


Acquired 125 sections of land Expand production base westward at Shackleton 


Identified, developed and brought new Shackleton Capital expenditures of $9.0 million 


area to production Drill over 20 wells 


Built 5.0 mmcef/d capacity plant at Shackleton Potential plant expansion 


Established commercial Milk River natural gas pools Increase production to 7.5 to 10.0 mmcf/d by year-end 


Capital expenditures of $12.5 million Two year production goal: 10.0 to 15.0 mmcf/d 


Identified.over 100 drillable locations 


Significant reserve additions 
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% Gas Well 
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In 2002, Cavell began its successful exploitation of this new 
land position, adding considerable reserves and production 
growth to the Company. The acquisition and development 
of the Shackleton area, acquired in early 2002, was a major 
accomplishment for Cavell. In late 2001, a significant oppor- 
tunity in this area was identified and additional resources 
were devoted to quantify this opportunity. As a result, the 
Company was able to acquire an excellent initial position of 
approximately 50 sections of land in this rapidly developing 
play. Cavell has since expanded its holdings to over 125 


sections of land in South West Saskatchewan. 


Initial exploration at Shackleton involved a reconnaissance 
program of five wells, which led to the identification of the 
first development area and a second round of drilling to ascer- 
tain commercial development capability. Positive results led 
to a larger.drilling program and the building of a gas plant and 
associated infrastructure to bring the area to production. In 
total, 26 wells were drilled in Shackleton in 2002: 21 wells on 
production, one dry well and four wells suspended, waiting 
for further infrastructure development. Cavell’s activities in 
this area in 2002 resulted in reserve additions of 17.8 bef, 


clearly validating the decision to enter this area. 


Also in 2002, Cavell developed land positions on the north- 
east side of the Shackleton area. At Sanctuary, Cavell drilled 
one well which established the presence of commercial Milk 
River gas. Subsequently the Company acquired approxi- 
mately 25 sections of land in this area and is planning a delin- 


eation program to identify the extent of the pool. Sanctuary 


— Pipeline ida GasPlant 


is ideally situated as it straddles a major TransGas transmission 
line, facilitating transport of production to market in a timely 
low cost manner. Sanctuary has the potential to add sizeable 


reserves to the Company in the near future. 


As a result of our success in 2002 Cavell is in the process of 
extending the development of its land at Shackleton, 
expanding the pool to the west, and developing new areas 
for additional reserves and production to the northeast. In 
the first quarter of 2003, Cavell added new reserves and pro- 
duction through drilling success as the Company continued 
to expand its production base westward into the heart of 


the Shackleton acreage block. 


In 2003, over 20 wells will be drilled in the greater 
Shackleton area with additional development of natural gas 
processing capacity at Shackleton and Sanctuary. Cavell has 
budgeted $9.0 million in capital expenditures for this area 
with additional contingent spending for a development/ 
drilling project and infrastructure at Sanctuary. The goal for 
South West Saskatchewan is to increase natural gas produc- 


tion to between 7.5 and 10.0 mmcf/d by 2003 year-end. 


South West Saskatchewan has proven its capacity to add 
reserves and deliverability. This area will be a major con- 
tributor to long-term growth, increasing production to 
between 10.0 to 15.0 mmcf/d in the next two years. Further 
accessing the potential of this prospective property will 


have an impact on the growth of Cavell. 
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OPERATIONS & EXPLORATION REVIEW 


Cavell's original area of operation, South East Saskatchewan acts as a stable 
base of revenue that provides high quality drilling locations, long lived reserves 
and very high netbacks. South East Saskatchewan is a prolific area for medium 
and light qualities of crude oil drawn from medium depth (1,300 metres subsur- 
face) horizontal wells in various Mississippian age formations. The majority of 
the Company's light oil production is derived from horizontal wells at Innes, 


Oakley and Stoughton. 


South East Saskatchewan 


Drilled 5 successful wells (4 net) Reinvest in the area 
Contributed $10.6 million to cash flow Grow production and reserves 
Capital expenditures of $4.0 million Capital expenditures of $8.0 million 
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Cavell is fortunate that it continued to benefit from the large 
prospect inventory that it developed in South East 
Saskatchewan during the low oil price period of the late 
1990's. This area has been a provider of cash flow for 
Cavell's high growth Western Saskatchewan natural gas areas 
over the past few years due to its high initial rates of pro- 
duction and netbacks. For example, Cavell drilled four and 
one half net horizontal wells at Oakley in 2001. The total 
capital expenditure of approximately $3.0 million generated 
over $8.0 million in cash flow. Of interest is the fact is that 
this activity occurred on a single quarter section (160 acres). 
South East Saskatchewan has the ability to deliver concen- 


trated value in terms of reserves, production and cash flow. 


In 2002, Cavell drilled five (four net) successful horizontal 
wells in South East Saskatchewan: four at Innes and one at 
Oakley. The objective over the past few years has been to 
maintain rates of production between 1,200 and 1,500 
boed, utilizing excess cash flow to develop Western 
Saskatchewan natural gas assets. Management's intention 
was to maintain this strategy until those areas were able to 


self finance; that goal was reached in late 2002. 


ae 


t—@ Horizontal Well 


As a result, Cavell plans to reinvest capital into this area in 
2003 to replace reserves and increase rates of production. 
Plans for South East Saskatchewan in 2003 include the 
drilling of five horizontal wells, land inventory expansion 
and new seismic, which could be exchanged for additional 
horizontal drilling if results warrant. Cavell will maintain its 
risk sensitive approach in this area, setting performance 
thresholds and benchmarks prior to committing additional 
expenditures. This strategy has worked well in Western 
Saskatchewan and will prove itself here, providing the 
highest possible rate of return while maintaining sensitivity 


to risk. 


South East Saskatchewan continues to retain the ability to 
deliver concentrated value to the Company. Cavell's team 
holds a high degree of expertise in South East Saskatchewan 
with a history of delivering increases in reserves and pro- 
duction. Combined with this area's ability to provide results 
and sustain production for several years, Cavell anticipates 
growth through new pools and reserves, production and a 


larger drilling inventory in 2003. 
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OPERATIONS & EXPLORATION REVIEW 


Cavell's dedication to being a low cost producer entails 
using procedures that minimize expense. For example, 


the implementation of ploughing plastic flowlines has 


lowered capital requirements for gas gathering systems 


by 27 per cent. 


Outlook for 2003 st 


Cavell is well positioned through its financial and opera- 
tional strength to continue to build on the successes of 
2002. All of Cavell's three areas possess potential to deliver 
expansion and growth. The Company has a wealth of oppor- 
tunities and is prepared to take action to increase the 
production and reserve growth momentum established in 


the fourth quarter of 2002. 


In 2003, Cavell plans to drill 45 to 50 net wells, with 40 to 
45 wells targeting natural gas and five light oil horizontal 
wells. The capital budget has been set at $28.0 million, 
which will be utilized for activities that maximize return on 
investment. Cavell will continue to focus on the wealth of 
opportunities in Western Saskatchewan while reinvesting 
in South East Saskatchewan to renew its reserves and rates 


of production. 
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In the first two months of 2003, Cavell drilled 16 wells 
with a 94 per cent success rate. This continued the drilling 
success of 2002, providing additional reserves and produc- 
tion for the Company. Cavell plans to drill an additional 15 
wells in the second quarter of 2003, providing growth and 
setting up future drilling for new pools. At the same time, 
the Company will be evaluating the addition of new lands 
and infrastructure in order to meet required capacity for 


new production. 


Cavell has identified potential new pools in all three areas of 
its business, setting the stage for accelerated growth in 2003. 
With strong results to date, the Company will continue to 


deliver on its promise to deliver return on activities. 


Corporate Governance 


sine tO LE A AAA REO 


Cavell believes corporate governance is essential in maintaining positive relationships and value 


to its shareholders, and is dedicated to managing the Company in a prudent and ethical manner. 


Effective governance is about promoting corporate fairness, accountability, transparency and 


focusing on the rights and equitable treatment of stakeholders. It includes timely and accurate 


disclosure, the distribution of responsibilities and rights among the Board, management, share- 


holders and other stakeholders, and spells out the rules and procedures for making decisions on 


corporate affairs. 


The Board of Directors (Board) and members of management (Management) are committed to a 


high standard of corporate governance. As a result, Cavell has undertaken several actions during 


2002 to ensure solid governance practices: 


© 


Throughout the year, the Board reviewed changes and issues in corporate governance which 
they then focused on applying to Cavell's practices. One of the initiatives that the Board and 
its various committees initiated included a review of Board and committee mandates with the 


intent to revise them in 2003 to reflect best practices; 


Cavell's management team utilizes a Scenario Based Management* tool which provides 


insight and procedures for dealing with changing commodity price cycles; 


Management, along with the Board and key employees, undertake periodic strategic planning 


sessions in order to focus Cavell's direction and activities to maximize results; 


The audit committee initiated a policy of quarterly reviews of its statements with the 


Company’s auditors to take effect in the first quarter of 2003; and 


Cavell works to create an environment of transparency for its shareholders. Management 
meets regularly with the investment community and provides open quarterly conference 


calls and updated information on its web site. 


*Scenario Based Management (SBM™) is licensed to Cavell Energy Corporation, 
copyright 2000-2001, KPMG LLP and SBM Inc. 
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CORPORATE GOVERNANCE 


Board committees play a significant role in Cavell's effective corporate governance: 


© Cavell's independent audit committee meets with the Company's financial personnel and 
auditors to review financial reporting practices, procedures and standards. In addition, it 
reviews the annual financial statements and the Company's reserve report, which have been 


evaluated by an independent firm; 


© The human resources and compensation committee recommends to the Board on compen- 
sation issues relating to directors and senior managers, corporate succession matters and 


evaluates senior management performance; and 


© The corporate governance committee examines and reports to the Board on all aspects of 


governance to increase the effectiveness of the Board. 


Detailed information on Cavell's corporate governance is provided in the Company's Corporate 
Governance framework as found in the Management Information Circular and on the Company's 


web site. 
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In the interest of providing shareholders and potential investors with information regarding 


Cavell, including management's assessment of future plans and operations, certain statements in 
this annual report relating to the period after December 31, 2002, including those appearing 
in the Management's Discussion and Analysis and the "Outlook" section, are forward-looking 
statements subject to risks and uncertainties. This disclosure contains certain forward-looking 
estimates that involve substantial known and unknown risks and uncertainties, certain of which 
are beyond Cavell's control, which may cause actual results, performance, levels of activity and 
achievements to differ materially from those expressed in or implied by such forward-looking 


statements. 


Such factors include, but are not limited to: the impact of general economic conditions in Canada 
and the United States; industry conditions including changes in laws and regulations including 
the adoption of new environmental laws and regulations and changes in how they are interpret- 
ed and enforced; increased competition; the lack of availability of qualified personnel or man- 
agement; fluctuations in commodity prices; the results of exploration and development drilling 
and related activities; imprecision in reserve estimates; the production and growth potential of its 
various assets; foreign exchange or interest rates; stock market volatility; risks associated with 
hedging activities; and obtaining required approvals of regulatory authorities. 


Although the Company believes that the expectations conveyed by the forward-looking state- 
ments are reasonable based on information available to it on the date such forward-looking state- 
ments were made, there can be no assurance that such expectations will prove to be correct. All 
subsequent forward-looking statements, whether written or orally attributable to the Company or 
persons acting on its behalf are expressly qualified in their entirety by these cautionary statements. 


22 Management's Discussion & Analysis 
34 Management's Report 

35 Auditors’ Report 

36 Financial Statements 

39 Notes to Financial Statements 

46 Supplemental Information 


52 Four-Year Summary 
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Management's Discussion & Analysis 


Average Production 
(boed) 


2001 


bi} SE Saskatchewan 
4 WC Saskatchewan 
ae SW Saskatchewan 


WF Alberta 


Average Production 
(boed) 


2,365 2,500 


2,000 


1,500 


1,000 


500 


99 00 01 02 


rr Gas 
BA oi 


2002 Highlights 


Natural gas volumes increased by 17% 
New Shackleton area added 262 mmcf of production in the fourth quarter 
West Central Saskatchewan volumes grew by 70% on a boe basis 


Finding and development costs on a proven basis are $7.32 per boe 


Ol 20) 0 102 0) 


Market capitalization increased to $51.2 million, calculated from a $1.37 share 
value as of December 31, 2002 


The following discussion and analysis of financial results should be read in conjunction with the Consolidated 
Financial Statements and Notes thereto for the year-ended December 31, 2002. This discussion offers Management's 
opinion of Cavell's historical financial and operating results and is based on information available at March 5, 2003. 


Where amounts are expressed on a barrel of oil equivalent basis (boe), gas volumes have been converted to barrels 
of oil at six thousand cubic feet per barrel (6:1). 


FINANCIAL REVIEW 

The continued focus and implementation of Cavell's business plan targeted towards balance 
sheet strength, capital risk minimization and rate of return maximization, and hallmarked by its 
sensitivity to the cyclical nature of oil and natural gas prices, added significant value to the 
Company in 2002. Cavell built on its success of 2001, creating a solid foundation in which to 
grow moderately in 2002 and significantly in the future. Through its actions, the Company further 
expanded its inventory of assets, providing growth in both natural gas volumes and total reserves. 
Cavell's strength and potential is starting to be reflected in the market, generating returns for the 
Company's shareholders. Cavell's determination to provide continued value through stewardship 
will continue to steer the Company towards maximizing the wealth of its current asset base as 
well as new opportunities while maintaining a strong financial position. 


VOLUMES 

Total oil sales volumes decreased 17 per cent to 1,294 boed in 2002 from 1,552 boed in the 
previous year. The majority of Cavell's oil production came from South East Saskatchewan in 
2002. The decrease in oil sales volumes was due in part to the natural production declines asso- 
ciated with Oakley's horizontal wells drilled in 2001 which declined from 823 boed in 2001 to 
493 boed in 2002. The successful Innes horizontal well drilling program partially offset this 
decline by adding 227 boed in the year. 


The increase in natural gas volumes experienced in 2002 are expected to continue into 2003 
based on fourth quarter 2002 results and future drilling. Production increased to 7,922 mcf/d in 
the fourth quarter as compared to the third quarter's average natural gas production of 3,891 
mcf/d. This increase was as a result of South West Saskatchewan gas being placed on production 
in late October 2002 and new production from the West Central Saskatchewan drilling program. 
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MANAGEMENT'S DISCUSSION & ANALYSIS 


Total production volumes are slightly lower at 2,244 boed than the projected target of 2,300 boed 
for 2002 due to the sale of Cavell's Alberta assets in the second quarter and management's 
decision to delay the fall drilling program in order to take advantage of Saskatchewan's new 
royalty regime announced in October of 2002. This was a short term decrease with average daily 
production increasing to 2,572 boed in the fourth quarter, providing momentum towards Cavell's 
2003 average production goal of 3,500 boed. 


2002 Hpewenr2OOT ; 
Volumes-Oiland Gass bbIs_—_—__—sameef boe bbls mcf boe | 
SE Saskatchewan 465,987 174,540 495,077 539,774 242,636 580,214 
WC Saskatchewan 6,120 1,248,597 214,220 26,767 SOB, 126,063 
SW Saskatchewan - 261,951 43,658 - - - 
Alberta 170 —«395,971 GO MoS OOn O44 melo O56ime 


Production (Annual) i 2002 poueZ00n % Change 
Crude oil (bbls) 472,277 566,641 (17) 
Natural gas (mcf) Dye Oa ___ 2,080,999 1,780,147 Wh, 
Total (boe 6:1) 819,110 863,333 i (5). 


Production (Daily) ___ 2002 2001 % Change 
Crude oil (bbls) 1,294 1,552 (17) 
Natural gas (mcf) RC SyZO Tae ie NA OCTANE NL Di, 


RE ie satel SUE Ss oar ELE 


Total (boed 6:1) 


REVENUES 

Petroleum and natural gas sales after hedging activities decreased to $25.2 million or an eight per 
cent reduction from 2001 ($27.3 million) as a result of the 17 per cent decrease in oil produc- 
tion volumes and lower natural gas prices. This was partially offset by the 17 per cent increase 


in gas sales volumes. 


Revenue from crude oil decreased 10 per cent to $17.0 million (2001: $18.9 million) due to 
production decreases from 1,552 bbl/d in 2001 to 1,294 bbl/d. Production decreases were as a 
result of natural declines largely attributed to the Oakley production gained from the successful 
drilling of four horizontal oil wells in 2001. Overall, crude oil sales accounted for 68 per cent of 


the Company's petroleum and natural gas revenues. 


Natural gas sales increased to 32 per cent of the Company's total sales revenues in 2002. 
Although natural gas production volumes increased over 2001, revenues decreased slightly to 
$8.2 million in 2002 from $8.4 million for 2001 due to lower natural gas prices of $3.92 per mcf 
as compared to $4.71 per mcf in 2001. 


Net settlement receipts on hedging activities in 2002 were in the amount of $0.1 million in 2002 
($0.1 million payment in 2001) or $0.16 per boe (2001: $0.13 per boe). Cavell will continue to 
monitor commodity prices and take action when appropriate to protect the Company from 


price volatility. 


2002 Quarterly 
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MANAGEMENT'S DISCUSSION & ANALYSIS 


Revenue by Area 
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Revenue - Oil and Gas 2002 2001 
($000s) Oil Gas Total Oil Gas Total 
SE Saskatchewan $16,877 $ 470 $ 17,347 $18,402 $ 795 $19,197 
WC Saskatchewan 161 4,832 4,993 394 2,605 2,999 
SW Saskatchewan - 1,365 1,365 - - - 
Alberta 5 1,326 1,331 2 4,962 4,964 
Settlement amounts on hedges (40) 169 129 85 28 113 
$ 17,003 $8,162 $25,165 $18,883 $ 8,390 $27,273 


Sales Variance Analysis 


Improving shareholder disclosure, Cavell has provided the following analysis to better exemplify 


the change in sales revenue. 


Sales Variance Analysis $000s % Change _ 
Petroleum and natural gas sales - 2001 $ 27,273 

Reduction due to oil sales volumes (2,818) (10) 
Increase due to gas sales volumes 1,118 4 
Increase due to realized oil price 1,064 4 
Reduction due to realized gas price (1,488) (6) 
Impact of hedging activities 16 = 
Total decrease, net (2,108) (8) 
Petroleum and natural gas sales - 2002 $ 25,165 


As stated, decreases are primarily due to the reduction in sales volumes (natural declines at 


Oakley and sale of Alberta properties) and commodity prices (specifically natural gas prices 
which improved in the fourth quarter and into 2003). Cavell anticipates that sales revenues will 


increase in 2003 as compared to 2002 levels with the addition of new production. 


Pricing 


Cavell's oil price experienced an increase of eight per cent to $36.00 per barrel from $33.33 per 
barrel in 2001. Although natural gas prices declined on a yearly basis from $4.71 to $3.92 per 
mef, gas prices recovered to above $5.00 per mcf in the fourth quarter of 2002. 


Prices 2002 2001 % Change 
WTI oil price - $US/barrel $ 26.11 $ 25.86 (1) 
Exchange rate 0.64 0.65 (2) 
WTI oil price - $Cdn $ 40.80 $ 39.78 3 
Quality differential (4.80) (6.45) (26) 
Cavell oil price - $Cdn/barrel $ 36.00 $ 33.33 8 
Gas price - $Cdn/mcf $ 3.92 $4.71 (17) 
2002 2001 
Price By Product bbl mef boe bbl mcf boe 
SE Saskatchewan $36.22 $2.69 $35.04 $ 34.09 $3.28 $33.09 
WC Saskatchewan 26.35 3.87 23.31 14.73 4.37 23.79 
SW Saskatchewan - 5.21 31.26 - - - 
Alberta 30.41 Reh) 20.12 22.49 527, 31.61 
Average $36.00 $3.92 $30.72 $ 33.33 $4.71 $31.59 
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MANAGEMENT'S DISCUSSION & ANALYSIS 


ROYALTIES 

Crown royalties were 33 per cent higher in 2002 due to the benefit received in 2001 from new 
horizontal wells placed on production in Saskatchewan having been fully utilized by three of the 
four Oakley wells drilled. These wells reached the 75,000 barrels of production ceiling required 
for the lower rate and are now paying normal Saskatchewan royalty rates. Freehold and gross 
overriding royalties were 23 per cent lower year-over-year owing to reduced revenue from wells 
subject to these royalties. 


In October 2002, the Saskatchewan government announced a revised royalty structure aimed at 
stimulating drilling activities. The royalty structure reduces royalties on all new wells rig released 
after October 1, 2002, and is anticipated to increase cash flows and rates of return for newly 
drilled wells. Although the rate is dependent upon the nature of the project, commodity prices 
and production rates, it resulted in a savings to Crown royalties in the range of 10 to 20 per cent 
for new wells rig released since the October initiation. 


2002 2001 ‘ 
Total Royalty By Product bbl mef boe __ bbl met boe 
SE Saskatchewan $6.59 $0.06 $ 6.23 $5.04 $0.08 $ 4.72 
WC Saskatchewan 1.82 1.36 7.96 0.91 1.66 8.06 
SW Saskatchewan - 1.17 7.01 - = - 
Alberta oO t 0.64 3.84 0.62 1.00 6.02 
Average $ 6.53 $ 1.09 $ 6.53 $ 4.84 $ 1.10 $ 5.45 


PRODUCTION EXPENSES 

Production expenses per barrel of oil equivalent increased to $5.94 per boe in 2002 (2001: $5.17 
per boe). This 15 per cent increase per boe was largely due to rising production expenses per 
boe in South East Saskatchewan which experienced higher production declines while operating 


costs increased. 


In 2002, Cavell built new gas plants in South West and West Central Saskatchewan. Since these 
plants were new in 2002, some were not operating at full capacity. As a result of planned 
drilling for 2003, these gas plants will be operated at a higher efficiency, helping to reduce 


operating costs. 


Production Expenses ($000s) 2002 2001 % Change 
South East Saskatchewan $ 3,651 $ 3,232 13 
West Central Saskatchewan 622 520 20 
South West Saskatchewan 184 - 100 
Alberta ve 412 ; 716 (42) 
$ 4,869 $ 4,468 9 
Production Expenses Per Boe e 2002 2001 % Change 
South East Saskatchewan CE PART en Gysy/ 32 
West Central Saskatchewan 2.90 4.12 (30) 
South West Saskatchewan 4.20 - 100 
Alberta zi : 6.23 Ea 5Oe > LAA eS. 
Average $ 5.94 Seen 15 
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MANAGEMENT'S DISCUSSION & ANALYSIS 


Cavell will continue to focus on maintaining production expenses below a $6.00 per boe level 
as it expands its growth in 2003. As production from new drilling and capital programs come on 
stream, operating costs may be reduced on a boe basis as the Company benefits from operating 


efficiencies. 
Netback/Price NETBACKS 
aba In 2002, Cavell's netbacks at a field level were $18.25 per boe, a decrease of 13 per cent from the 
$20.97 per boe attained in 2001. A major factor in this decrease was the 40 per cent increase in 
: ci Crown royalties on a boe basis. 


The new 4th tier Crown royalty rates will reduce royalties in 2003, increasing field netbacks. If 


30 the improved commodity prices continue in 2003, netbacks will increase when compared to 
2002. 
BS Netbacks = (S/boe) ono Uh bei Sau nae 2002, 2001 % Change 
Volume (boed) 2,244 2,365 (5) 
Volume (boe) 819,110 863,333 (5) 
e Average selling price $ 30.72 $ 31.59 (3) 
Crown royalties 5.03 3.60 40 
Other royalties 1.50 1.85 (19) 
Production expenses _ < ) 5.94 é DSi 15 
99 00 01 2 LL ileal aOR ea amnath 
Field Netbacks 


“1 Average Sales Price CORPORATE EXPENSES 


General and Administration Expenses 

With the Company's growth into new operational areas in 2002, Cavell determined a need for 
additional employees in order to effectively steward its resources. As a result, Cavell increased its 
average number of employees from 13 to 17 in the year. In addition, expenses increased due to 
the higher level of public communication and disclosure undertaken with the Company's share- 
holders and key stakeholders to improve investor relations activities. These two factors, in com- 
bination with higher lease costs, contributed to the increase in general and administration 
expenses in 2002. 


G&A Expense ($000s) | DMUs an teert2O02 acu eee 20.0 le % Change 
Gross expense $ 2,900 $2,752 5 
Less: 

Overhead recoveries 162 154 5 
a. Capitalized Goat phn abd aa NIM 5c Jt pty DOM is sine dine aa LO 
Net expense $ 1,751 $ 1,434 22 
Average cost ($ per boe) 

Gross $ 3.54 $ 3.19 11 

RUNGE cs Ss tac otek dae US Ps na eR SN ets AOS gL se OOO ease e cant ae 

Average number of employees 

Head office 15 12 25 
Sans |: 2 ESPNU SE RUT 1 Cst ciel net NEALE A Ser ARMS 2) RD zen 90 
Total Employees 17 13 31 
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MANAGEMENT'S DISCUSSION & ANALYSIS 


Interest Expense 
: ek Total Debt/Cash Flow 
Total interest expense decreased to $0.6 million in 2002 from $0.8 million in the prior year due Comparison 

to a 38 per cent decrease in lending rates during the year from eight per cent to five per cent. Reseladi i 


This was partially offset by a 14 per cent increase in average debt outstanding during the year. 


_ 


Interest ay 2002 2001 
Interest ($000s) $ 589 $ 764 i 
Average debt outstanding ($000s) $ 11,442 $ 9,998 
Average interest rate OMRON RUAN eGR UA COMI es 5% 8% 


Depletion and Depreciation Expense 

Total depletion and depreciation expense increased to $6.7 million in 2002 compared with $6.2 
million in 2001, due primarily to a 19 per cent rise in the depletion and depreciation rate for 
2002. The rate increased as a result of the disposal of Alberta assets in combination with the 
increase in PUD Capital* and land and facility costs. The increase in land and assets will create 


additional opportunities for future production growth. 0 


S900 0102 


2002 2001 TY 
Depletion and Depreciation Expense $000s__— Per boe _ $000s Per boe _ pois iN a 
Depletion and depreciation $ 6,257 $ 7.64 $ 5,545 $ 6.42 
Provision for future site restoration 
and abandonment , 442 0.54 CA Tani Ose 


* PUD Capital is the estimated future capital requirement to recover the Company's undeveloped reserves, as 
determined by independent evaluation 


Finding and Development Costs 

Finding and development costs in 2002 were excellent with an all-in total proved finding and 
development cost of $7.32 per boe including discoveries, acquisitions, dispositions, revisions and 
PUD Capital*. On a year to year basis, finding and development costs decreased by 78 per cent 
on an established basis to $7.05 per boe for 2002 as compared to 2001. 


Cumulative three-year finding and development costs are $10.13 per boe on a total proved basis 
and $9.65 per boe on an established basis, decreases of approximately 40 per cent respectively. 


F&D Costs (All Capital) my 2002) 200N ey 2000-2002 
Proved: 
Total Capitalized Costs ($000s) $ 25,845 $ 16,999 $ 52,071 
Net reserve additions & revisions (mboe) _——_—_—3,533 Us S93he Spee 
Established*: 
Total Capitalized Costs ($000s) $ 26,414 $ 16,900 $ 52,641 
Net reserve additions & revisions (mboe) _ 3,747 GUNNS AER cca 5,454 


F&D Costs (Excluding Facilities) : 
Proved : $ 6.53 Dao ZOu8s $9.50 


Established* —__ (TON POSTON OG O1.48 NAS 9.06 


*Established = Proven + 1/2 Probable 
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MANAGEMENT'S DISCUSSION & ANALYSIS 


In 2002, Cavell included PUD Capital” in the calculation of its finding and development costs as 
suggested by a recommended disclosure standard by the Alberta Securities Commission task 
force to the Canadian Securities Administrators, to ensure reporting consistency with that of the 
industry and to better reflect the Company's finding costs. This standard ensures the appropri- 
ate accrual of PUD Capital* into the finding and development equation along with the associat- 
ed PUD reserves and provides appropriate disclosure to shareholders. 


* PUD Capital is the estimated future capital requirement to recover the Company's undeveloped reserves, as 
determined by independent evaluation 


Ceiling Test 

In accordance with its accounting policy, Cavell carries out a ceiling test to compare the carrying 
value of its petroleum and natural gas property and equipment with an estimate of future net 
cash flow from production of proven reserves, less future site restoration and abandonment 
costs, capital costs, general and administration expenses, financing costs, development costs of 
proven undeveloped reserves and income taxes, based on year-end prices and costs without esca- 
lating or discounting. The ceiling test is a cost recovery test and is not intended to result in an 
estimate of the fair market value of petroleum and natural gas properties. 


Estimated future net revenues for purposes of the ceiling test exceed the carrying value of 
property, plant and equipment at December 31, 2002, by $66.0 million. At December 31, 2002, 
the prices used in the ceiling test determination were Cdn $40.09 per barrel of oil and Cdn $5.36 
per mef of natural gas. At this time, a reduction of Cdn $1.00 in the price of oil would result in 
a reduction of $1.9 million to the "cushion" while a $0.10 reduction in the price of natural gas 
would result in a decrease of $1.4 million to the "cushion". 


Taxes 

In 2002, Cavell's total taxes decreased by 19 per cent to $3.2 million from $3.9 million in 2001 
due to a decrease in future income tax expense. Cavell's effective income tax rate for 2002 
increased to 46 per cent (2001: 37 per cent) as a direct result of the reduction in the resource 


allowance caused by lower revenue in 2002. 


Cavell has incurred capital taxes of $0.4 million in 2002 which included a 3.6 per cent resource 
royalty surcharge on gross revenues earned in Saskatchewan. Future Saskatchewan capital taxes 
will be reduced as the resource royalty surcharge was decreased to 2.0 per cent for all new wells 
drilled after October 1, 2002. 


___2002_ ___ 2001 
Taxes 4 i x $000s_ TaxRate | $000s_ Tax Rate _ 
Future income taxes $ 2,720 46% $ 3,596 37% 
Capital taxes _ hy’ uly ugly tind dG Lawl BOG Pid ONO GA 0 Le aie hen go 
Total taxes $ 3,169 54% $ 3,936 40% 


In addition, Cavell is impacted by the Large Corporations Tax levied by the federal government 
which has increased in 2002 owing to the increased capital tax base of the Company. The federal 
government has announced the intent to reduce income tax rates and large corporation tax rates; 
the exact timetable and methodology for these rate reductions has not been enacted as of yet. 
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MANAGEMENT'S DISCUSSION & ANALYSIS 


The full amount of the future income tax effect of the renunciation of expenditures of $1.0 
million (2001: $1.3 million) has been recorded in the financial statements as a reduction to share 
capital and an increase to the future income tax liability as at December 31, 2002 and 2001. In 
addition, Cavell is required to incur eligible exploration expenditures of approximately $2.3 
million during 2003 to satisfy the terms of the 2002 flow-through share offering. 


Tax Pools ¥ abet, oe Rate % Amount ($millions) 
Canadian exploration expense* 100 $ 6.7 
Canadian development expense 30 15.4 
Canadian oil and gas property expense 10 7.1 
Undepreciated capital cost 10 - 30 11.6 
Non-capital losses ios Pe ae 100 mevinneee) 


*Tax pool has been reduced by $2.3 million giving effect to the 2002 flow-through issue 


CASH FLOW & EARNINGS 

Cash flow from operations decreased 22 per cent to $12.2 million in 2002 from $15.6 million in 
2001 while net earnings decreased to $2.7 million in 2002 from $5.8 million in 2001. Ona per 
share basis, basic cash flow from operations decreased 28 per cent to $0.34 per share, while basic 
earnings per share decreased to $0.08 per share for the year 2002 compared to $0.18 per share 
in the previous year. 


($000s) Pew SM 2002 2001 % Change 
Cash flow from operations $ 12,203 $ 15,566 (22) 
Less: 
Depletion and depreciation 6,257 5,545 13 
Site restoration 442 641 (31) 
Future taxes 2,720 3,596 (24) 
Stock-based compensation ieee 43 = 100 


DOOR LULL See TON iS She 1 GS) 


In addition to production decreases, lower commodity prices and higher general and adminis- 
tration expenses also contributed to the reduction in cash available for reinvestment. 
Management's decision to focus on activities that would generate long-term growth affected 


earnings over the first half of 2002. 


Earnings were impacted by several factors: decreases in sales volumes from natural production 
declines associated with Oakley's horizontal wells drilled in 2001 (partially offset by Innes 
volumes) and the sale of Cavell's Alberta Bruce assets; management's decision to delay the 2002 
fall drilling program in order to take advantage of Saskatchewan's new royalty regime; and higher 
effective 2002 tax rates. Although 2002 net earnings per share decreased to $0.08 from $0.18 in 
2001, the fourth quarter 2002 net earnings per share improved to $0.03 from $0.00 for the fourth 


quarter of 2001. 
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MANAGEMENT'S DISCUSSION & ANALYSIS 


Capital Asset Additions 
($000s) 


2001 
a SE Saskatchewan 
a WC Saskatchewan 
Ra SW Saskatchewan 


ic Alberta 


Cavell anticipates improvements in cash flow and earnings in 2003 due to higher production 


volumes and development in new areas. 


Boe ($/boe) 2002 2001 % Change 
Netbacks - field level _ $ 18.25 $ 20.97 (13) 
General and administration 2.14 1.66 29 
Interest 0.72 0.89 (19) 
Capital taxes 0.54 0.39 38 


Cash available for reinvestment $ 14.85 $ 18.03 (18) 


LIQUIDITY & CAPITAL RESOURCES 


Additions to Capital Assets 

Cavell invested $22.2 million (net of proceeds of $4.8 million) in property, plant and equipment, 
an increase of 35 per cent from 2001. These expenditures were funded by cash flow from oper- 
ations of $12.2 million, total debt of $7.7 million and financing activities of $2.3 million. These 
expenditures were undertaken in order to capture opportunities identified throughout the year. 
Of most significance was to impact production through increased drilling (gained through an 
88 per cent drilling success rate) and to increase assets through Saskatchewan land sales (achiev- 
ing a dominant land position in Cavell's operating areas). 


The increase in capital assets resulted in a 36 per cent increase over the year to $59.4 million 
from $43.6 million in 2001. 


Capital Asset Additions ($000s) 2002 | 2001 % Change 
South East Saskatchewan $ 3,958 $ 5,347 (26) 
West Central Saskatchewan 8,082 3,475 133 
South West Saskatchewan 12,536 154 8,040 
Alberta 1,185 7,189 (84) 
Capitalized Overhead 979 1,197 (18) 
Corporate 223 144 55 
Total additions to capital assets 26,963 17,506 54 
Proceeds on sale of capital assets | os (4,812) (1,120) 330 
Net additions to capital assets $ 22,151 $ 16,386 35 


Cavell's 2003 capital expenditure budget is estimated at $28.0 million which will be used largely 
to develop a second new natural gas pool in Saskatchewan, further develop the potential of South 
East Saskatchewan and new opportunities. This budget is subject to adjustment based on the 
impact of changing commodity prices, unforeseen events and other risk factors. 


Equity Capital 

Cavell's common shares were listed for trading on the Toronto Stock Exchange on October 31, 
1996. In December 2002, 1,227,000 flow-through Common Shares were issued for gross 
proceeds of $2.3 million. These proceeds were utilized initially to reduce indebtedness and ulti- 
mately to fund the continued exploration of Cavell's oil and natural gas properties. 
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MANAGEMENT'S DISCUSSION & ANALYSIS 


The Company's market capitalization at December 31, 2002 was $51.2 million, calculated from a Market 
close of $1.37 per share value as of that date. reasons 

($ millions) 60 
2002 Trading History Basten OM Rares Q2 Q3)) is O4 ais Year) 
High $ 1.19 $ 1.15 $ 1.12 $ 1.59 $ 1.59 a 
Low $0.66 $ 0.82 $0.77 $ 1.05 $ 0.66 
Close $ 1.08 $ 0.85 $ 1.05 $ 1.37 $ 1.37 40 
Volume (000s) bes CESIUM Ne eS] ON cy 2,750 6,254 16,938. 

30 

Bank Debt 


In 2002, Cavell increased bank debt by $6.8 million in order to act on opportunities that appeared 20 
(e.g. purchases at lower commodity cycle prices). Total debt outstanding at December 31, 2002, 
was $17.1 million, comprised of $15.6 million of bank debt and a working capital deficit (exclud- 


ing bank debt) of $1.5 million. 


The Company has a $25.0 million revolving operating demand loan facility. The revolving oper- 
ating demand loan bears interest at bank prime rates, and is adjusted quarterly based on debt to 
cash flow ratios. The loan is secured by all of the Company's assets with a first floating charge 
debenture and a general security agreement. A review of these borrowing arrangements based 
on an engineering evaluation of the Company's oil and gas properties is scheduled on or before 
May 1, 2003. No principal payments are expected as long as Cavell continues to meet existing 
covenants. Cavell's goal is to keep bank debt on a forward basis to be no greater than 1.5 times 


cash flow. 


The debt is classified as a current liability in 2002 to conform to accounting principles effective 


January 1, 2002, and was retroactively applied. 


CORPORATE GOVERNANCE 

The Board of Directors (the "Board") and senior management are committed to corporate gover- 
nance, seeking to keep abreast of issues and achieve best practices for Cavell's shareholders. By 
striving towards best practices, processes are defined and strengthened while enhancing man- 


agement efforts to increase shareholder value. 


Throughout the year, the Board reviewed changes and issues in corporate governance which they 
then focuséd on applying to Cavell's practices. One of the initiatives that the Board and its 
various committees initiated included a review of Board and committee mandates with the intent 


to revise them to reflect best practices in 2003. 


The management team of Cavell utilizes a Scenario Based Management tool which provides 
insight and procedures for dealing with changing commodity price cycles. They, along with the 
Board and key employees, undertake periodic strategic planning sessions to focus Cavell's direc- 


tion and activities in order to maximize results. 


Board committees play a significant role in effective corporate governance. Cavell's independent 
audit committee meets with the Company's financial management personnel and auditors to 
review financial reporting practices, procedures and standards. In addition, it reviews the annual 
financial statements and the Company's reserve report, of which 100 per cent of the Company's 


reserves have been evaluated by an independent firm. 
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MANAGEMENT'S DISCUSSION & ANALYSIS 


In accordance with the guidelines of the Toronto Stock Exchange, Cavell describes its corporate 


governance program in its Management Information Circular. Interested parties can refer to it for 
additional detail. 


BUSINESS RISK 
Crude oil and natural gas exploration, production, acquisition and marketing operations involve 


a number of business and financial risks, some of which are beyond the Company's control. The 


principal risk factors associated with the industry include, but are not limited to, the following: 


ORO nO On Os Ome 


Uncertainty of finding new reserves 

Instability of commodity prices 

Business factors such as competition, supply and transportation 

Interest rates and foreign exchange rates 

Political stability 

Seasonal changes in demand resulting from weather patterns which influence commodity prices 


The value of the Canadian dollar, which is influenced by economic and political factors, 
impacting crude oil and natural gas sales 


These risks can materially affect performance and financial results. Cavell has taken steps to mitigate 


these risks through various strategies; these include, but are not limited to the following actions: 


© 
© 
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Employing a team of highly competent professional staff 


Utilizing equity and cash flow from operations to fund capital expenditures in order to 
minimize the burden of debt 


Performing extensive geological, geophysical, engineering and environmental analyses before 


committing to drilling new prospects 
Utilizing various procedures to ensure a suitable balance between risk and reward 


Operating substantially all of its properties, exploration and development programs, provid- 
ing control over drilling locations, direction, timing and capital commitments 


Focusing on areas in which the geology and prospects are well understood and there is a high 
level of expertise within Cavell 


Generating exploration prospects internally 
Utilizing current technological to reduce risk and increase the probability of success 


Entering into a number of short-term financial derivatives for hedging purposes in order to 
minimize exposure to commodity price fluctuations 


MANAGEMENT'S DISCUSSION & ANALYSIS 


Historically, regulatory intervention and taxation have had a significant impact on the oil and 
natural gas industry. However, with the deregulation of the industry which began in 1985 and 
stable taxation levels, there is currently a reasonable operating environment in Canada for finan- 
cially healthy companies. Nonetheless, the potential exists for this operating environment to 
change due to changes in taxation and energy policy. 


Environmental Risk 

The industry is subject to extensive regulations imposed by governments related to the protec- 
tion of the physical environment. Environmental legislation in Western Canada has undergone 
major revisions with more stringent environmental standards and compliance. The Company is 
committed to maximizing shareholder value in an environmentally and socially responsible and 
safe manner, protecting the physical environment wherever it operates. To that end, Cavell has 
instituted a series of controls and procedures with respect to environmental protection that meet 
the standards of the Environmental Code of Practice published by the Canadian Association of 
Petroleum Producers. 


The estimated liability for future abandonment and restoration costs is reviewed annually and is 
recorded in accordance with recommendations of the Canadian Institute of Chartered 
Accountants. Total future costs are estimated to be $6.6 million over the life of the oil and gas 
properties of which $2.8 million has been recorded as a long-term liability, with the balance to 
be spent over the remaining life of the assets. 


The recent ratification of the Kyoto Agreement by the federal government has brought environ- 
mental concerns to the forefront of current affairs. As a company devoted to the development of 
energy resources, Cavell is concerned about the impact of this agreement on the Company and 
the industry as a whole. The complexity of this issue makes it difficult to predict its future 
impact to the Company. At this time, the Kyoto Agreement has no effect on present business 
nor does the Company see any impact in the immediate future. As the terms of the agreement 
and its effect to Canadian business becomes clearer, Cavell will advise its shareholders of any 


potential impact. 


Sensitivity Analysis 
The Company's earnings and cash flow from operations are highly sensitive to changes in factors 
that are beyond its control. An estimate of the Company's sensitivities to changes in commodity 


prices is shown in the table below: 


Cash Flow from Operations Net Earnings 
Price $/share $/share 
Business Environment Change _$000s basic $000s basic 
Price per Barrel of Oil (US$ WTI) $100 $446 $0.01 $e241 aS 0:01 
Price per Mcf of Natural Gas (Cdn$ AECO) $0.10 $ 119 $0.00 $ 65 $0.00 
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Management's Report 


The accompanying financial statements and all the other information in this Annual Report 
are the responsibility of the management of Cavell Energy Corporation. The section entitled 
“Management’s Discussion and Analysis” reflects the opinions of management of the current and 
future trends within the oil and gas industry and the impact these may have on Cavell Energy 
Corporation. 


The financial statements have been prepared by management in accordance with those account- 
ing principles generally accepted in Canada. The Company’s systems of internal control have 
been created and maintained to provide reasonable assurance that assets are properly safeguard- 
ed and that the financial records are sufficiently well maintained to provide relevant, timely and 
reliable information to management and to allow preparation of financial statements in accor- 
dance with the Company’s accounting policies. Certain estimates are made by management in 
the preparation of the financial statements. In management’s opinion, the financial statements 
have been prepared within reasonable limits of materiality and within a framework of the signif- 
icant accounting policies summarized in the notes to the financial statements. 


KPMG LLP, an independent firm of chartered accountants, have been appointed by the share- 
holders to examine the financial statements and to report to the shareholders. The Audit 
Committee, consisting of a majority of non-management directors, met with KPMG Lip and with 
management to discuss the overall scope of the audit and to review the financial statements. The 
Audit Committee has reported its findings to the Board of Directors, who have approved the 
financial statements. 


TOMES — caffe 


Murray D. McCartney Arthur J.G. Madden 
President and Chief Executive Officer Vice President and Chief Financial Officer 


Calgary, Canada 
March 5, 2003 
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Auditors’ Report to the Shareholders 


We have audited the consolidated balance sheets of Cavell Energy Corporation as at 
December 31, 2002 and 2001, and the consolidated statements of earnings and deficit and cash 
flows for the years then ended. These financial statements are the responsibility of the 
Company’s management. Our responsibility is to express an opinion on these financial state- 
ments based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. 
Those standards require that we plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An 
audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the 
financial position of the Company as at December 31, 2002 and 2001, and the results of its oper- 
ations and its cash flows for the years then ended in accordance with Canadian generally 


accepted accounting principles. 


KPue LuP 


Chartered Accountants 


Calgary, Canada 
March 5, 2003 
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Consolidated Balance Sheets 


(thousands of Canadian dollars) 


As at December 31, _ 2002 2001 
Assets 
Current assets: 
Cash $ 856 $ 1,069 
Accounts receivable 4,112 2,931 
Prepaid expenses and deposits 242 17 
5,210 4,117 
Capital assets (note 3) 59,421 43,561 
$ 64,631 $ 47,678 
Liabilities and Shareholders’ Equity 
Current liabilities: 
Accounts payable and accrued liabilities $ 6,751 $ 4,696 
Bank debt (note 4) 15,600 8,800 
22,351 13,496 
Provision for future site restoration 2,794 2,386 
Future income taxes (note 6) 4,848 1,166 
Shareholders’ equity: 
Share capital (note 5) 36,080 34,813 
Deficit (1,442) (4,183) 
34,638 30,630 
$ 64,631 $ 47,678 


See accompanying notes to consolidated financial statements 


On behalf of the Board: 


Murray D. McCartney 
Director 
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rte 


Glen A. Volk 
Director 


Consolidated Statements of Earnings and Deficit 


(thousands of Canadian dollars, except share data) 


Years ended December 31, 2002 2001 
Revenues: 
Petroleum and natural gas sales $ 25,165 $27,273 
Less royalties 5,347 4,701 
19,818 22,572 
Expenses: 
Production 4,869 4,468 
General and administration 1,751 1,434 
Interest 589 764 
Depletion and depreciation 6,257 5,545 
Site restoration 442 641 
13,908 12,852 
Earnings before taxes 5,910 9,720 
Taxes (note 6): 
Capital taxes 449 340 
Future income taxes 2,720 3,596 
3,169 3,936 
Net earnings for the year 2,741 5,784 
Deficit, beginning of year (4,183) (9,967) 
Deficit, end of year $ (1,442) $ (4,183) 
Earnings per Common Share (note 5): 
Basic $ 0.08 $ 0.18 
Diluted $ 0.07 See Onlia 
Weighted average number of Common Shares 
outstanding during the year 36,123,551 32,862,553 


See accompanying notes to consolidated financial statements 


Ley 
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Consolidated Statements of Cash Flows 


(thousands of Canadian dollars, except share data) 


Years ended December 31, 2002 2001 


Cash provided by (used in): 


Operations: 
Net earnings for the year $ 2,741 $ 5,784 
Items not involving cash: 
Depletion and depreciation 6,257 5,545 
Site restoration 442 641 
Future income taxes 2,720 3,596 
Stock-based compensation 43 - 
Cash flow from operations 12,203 15,566 
Changes in non-cash working capital ee (213) (1,200) 
11,990 14,366 
Financing: 
Borrowing (repayment) of bank debt 6,800 (878) 
Share capital, net of issue costs 2,186 2,953 
8,986 2,075 
Investments: 
Additions to capital assets (26,963) (17,506) 
Proceeds on disposal of capital assets 4,812 1,120 
Changes in non-cash working capital 962 1,014 
(21,189) (15,372) 
Increase (decrease) in cash (213) 1,069 
Cash, beginning of year ny i 1,069 = 
Cash, end of year $ 856 $ 1,069 
Cash flow from operations per Common Share (note 5): 
Basic $ 0.34 Same, 
Diluted Si0s3 $ 0.46 
Supplemental! disclosure of cash flow information: 
Cash interest paid $ 534 $ 790 


See accompanying notes to consolidated financial statements 
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Notes to Consolidated Financial Statements 
Years ended December 31, 2002 and 2001 


(Tabular amounts in thousands of Canadian dollars, except share data) 


Note 1. 


BASIS OF PRESENTATION: 


Note 2. 


The Company is engaged in the acquisition, development and production of petroleum and natural gas properties 
in the Western Canadian sedimentary basin. The consolidated financial statements include the accounts of the 


Company and its wholiy owned subsidiaries. All intercompany balances and transactions have been eliminated. 


SIGNIFICANT ACCOUNTING POLICIES: 


As a determination of many assets, liabilities, revenues and expenses is dependent upon future events, the prepa- 
ration of these consolidated financial statements requires the use of estimates and assumptions, which have been 
made using careful judgment. In the opinion of management, these consolidated financial statements have been 
properly prepared within reasonable limits of materiality and within the framework of the significant account- 


ing policies summarized below. 


(a) Capital assets: 
The Company follows the full cost method of accounting for oil and gas operations, whereby all costs of 
exploring for and developing oil and gas properties and related reserves are capitalized. Such costs include 
land acquisition costs, cost of drilling both productive and non-productive wells and related production 
equipment, lease rental costs on non-producing properties, geological and geophysical expenses and 


general and administrative costs related to exploration and development activities. 


Capitalized costs, excluding costs relating to unproven properties and salvage values, are depleted using the 
unit-of-production method based on estimated proven reserves of oil and gas before royalties as determined 
by independent petroleum engineers. For purposes of the depletion calculation, natural gas reserves and 


production are converted to equivalent volumes of crude oil based on relative energy content. 


The costs of acquiring and evaluating unproved properties are initially excluded from depletion calcula- 
tions. These properties are assessed periodically to ascertain whether impairment has occurred. When 
proved reserves are assigned or the property is considered to be impaired, the cost of the property or the 


amount of impairment is added to the costs subject to depletion. 


The Company applies a “ceiling test” to capitalized costs to ensure that the net costs capitalized do not 
exceed the estimated future net revenues from the production of its proven reserves, plus the cost of unde- 
veloped lands, less impairment. Future net revenues are calculated at year-end prices and include an 
allowance for estimated future general and administrative expenses, interest expense, income taxes, and 


future site restoration costs. 


Gains or losses on the disposition of oil and gas properties are not recognized except under circumstances 


that result in a change in the depletion rate of 20% or more. 


Depreciation of furniture and office equipment is provided using the straight-line method based upon esti- 


mated useful lives at rates of 10% to 30%. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(b) Interest in joint ventures: 
Substantially all of the Company’s oil and gas exploration and development activities are conducted jointly 
with others and, accordingly, the financial statements reflect only the Company’s proportionate interest in 


such activities. 


(c) Future site restoration and abandonment costs: 
Site restoration and abandonment costs are provided for over the life of the estimated proven reserves on a 
unit-of-production basis. Costs are estimated each year by management in consultation with the Company’s 
engineers based on current regulations, costs, technology and industry standards. The period charge is 
expensed and actual site restoration and abandonment expenditures are charged to the accumulated pro- 


vision account as incurred. 


(d) Financial instruments: 
The Company periodically enters into derivative financial instrument contracts to manage exposure related 
to interest rates, petroleum and natural gas prices and foreign currency exchange rates. Amounts received 
or paid under interest rate swaps are recognized in interest expense, while settlement amounts on com- 
modity and foreign currency hedge contracts are recognized in earnings as the related production revenues 


are recorded (see note 7). 


A derivative must be designated and effective to be accounted for as a hedge. For cash flow hedges, effec- 
tiveness is achieved if the changes in the cash flows of the derivative substantially offset the changes in the 
cash flows of the hedged position and the timing of the cash flows is similar. Effectiveness for fair value 
hedges is achieved if the fair value of the derivative substantially offsets changes in the fair value attributa- 
ble to the hedged item. In the event that a derivative does not meet the designation or effectiveness crite- 
rion, the gain or loss on the derivative is recognized in earnings. If a derivative that qualifies as a hedge is 
settled early, the gain or loss at settlement is deferred and recognized when the gain or loss on the hedged 
transaction is recognized. Premiums paid or received with respect to derivatives that are hedges are 


deferred and amortized to earnings over the term of the hedge. 


(e) Per share amounts: 
Diluted per share amounts are calculated using the treasury stock method. Diluted calculations reflect the 
weighted average incremental common shares that would be issued upon exercise of dilutive options and 
watrants assuming the proceeds would be used to repurchase shares at average market prices for the 
period. Anti-dilutive options and warrants are not included in the calculation. In computing diluted 
earnings and cash flow from operations per share, 1,326,551 shares (2001 - 1,095,347) were added to the 


weighted average number of common shares outstanding during the year ended December 31, 2002. 


(f) Stock-based compensation: 
Effective January 1, 2002, the Company prospectively adopted the new Canadian accounting standard 
relating to stock based compensation. Under this standard the Company continues to follow the intrinsic 
method of accounting for stock options granted to employees whereby the proceeds received on exercise 
of options are included in capital stock and no compensation expense is recognized. For stock based com- 
pensation to non-employees, the Company will calculate a fair value using an option pricing model, and 


record the expense to earnings over the term of the option. 
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Note 3. 


Note 4. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(g) Income taxes: 
The Company uses the liability method of accounting for future income taxes. Under the liability method, 
future income tax assets and liabilities are determined based on “temporary differences” (differences 
between the accounting basis and the tax basis of the assets and liabilities), and are measured using the cur- 
rently enacted, or substantively enacted, tax rates and laws expected to apply when these differences 
reverse. A valuation allowance is recorded against any future income tax assets if it is more likely than not 


that the asset will not be realized. 


(h) Flow-through shares: 
The resource expenditure deductions for income tax purposes related to exploratory and development 
activities funded by flow-through share arrangements are renounced to investors in accordance with tax 
legislation. The estimated cost of the renounced tax deductions are reflected in share capital and future 


income taxes when the expenditures are renounced. [Also see Note 5(b)] 


CAPITAL ASSETS: 
Accumulated 
depletion and Net book 
2002 Cost depreciation value __ 
Petroleum and natural gas properties $ 93,008 $ 44,218 $ 48,790 
Production equipment and facilities 26,738 16,502 10,236 
Other 1,371 » 976unee EER 
$ 121,117 $ 61,696 $ 59,421 
2001 
Petroleum and natural gas properties S30 7 PRA Senso nss $ 38,086 
Production equipment and facilities 20,622 15,436 5,186 
Other 1,154 865 n2so ee 
$ 99,000 $ 55,439 $ 43,561 


Unproved property costs and salvage values of $8.0 million (2001 - $7.9 million) have been excluded from costs 


subject to depletion. 


As at December 31, 2002, the estimated future site restoration costs to be accrued over the life of the remaining 


proven reserves were $3.8 million (2001 - $3.3 million). 


During 2002, $1.0 million (2001 - $1.2 million) of general and administrative costs were capitalized. 


BANK DEBT: 


The Company has a $25.0 million revolving operating demand loan. The revolving operating demand loan bears 
interest at bank prime rates, and is adjusted quarterly based on debt to cash flow ratios. The loan is secured by 
all of the Company’s assets with a first floating charge debenture and a general security agreement. A review of 
these borrowing arrangements based on an engineering evaluation of the Company’s oil and gas properties is 
scheduled on or before May 1, 2003. No principal payments are expected as long as the Company continues to 
meet existing covenants. Total debt outstanding at December 31, 2002 was $17.1 million, comprised of $15.6 
million of bank debt and a working capital deficit (excluding bank debt) of $1.5 million. 


The debt is classified as a current liability in 2002 to conform with accounting principles effective January 1, 2002. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Note 5. 


SHARE CAPITAL: 


(a) Authorized: 


Unlimited number of Common Shares without par value. 


Unlimited number of First Preferred Shares, of which none have been issued. 


Unlimited number of Second Preferred Shares, of which none have been issued. 


(b) Common Shares issued: 


Number of 

a K : AD Shares Amount 
Balance, December 31, 2000 32,295,564 $ 33,030 
Issued on exercise of options 649,295 211 
Flow-through shares issued for cash 3,124,739 2,968 
Future income tax effect of flow-through shares (1,266) 
_ Cost of issue (net of future income taxes of $96,000) (130) 
Balance, December 31, 2001 36,069,598 34,813 
Issued on exercise of options 75,712 23 
Flow-through shares issued for cash 1,227,000 2,301 
Future income tax effect of flow-through shares - (1,024) 
Cost of issue (net of future income taxes of $62,000) - (76) 
____ Stock-based compensation 5(f) LSS 43 
Balance, December 31, 2002 37,372,310 $ 36,080 


During 2002, the Company issued 1,227,000 flow-through Common Shares for gross proceeds of $2.3 million. 
In accordance with the terms of its flow-through share offering, and pursuant to certain provisions of the Income 
Tax Act (Canada), the Company is required to renounce, for income tax purposes, exploration expenditures 
incurred to holders of its flow-through shares. Share capital was reduced and the future income tax liability 
increased by $1.0 million at December 31, 2002, to reflect the income tax benefits foregone of the expenditures 
renounced. At December 31, 2002, the Company is required to incur eligible exploration expenditures during 
2003 of $2.3 million to satisfy the terms of the flow-through share offering. 


During 2001, the Company issued 3,124,739 flow-through Common Shares for gross proceeds of $3.0 million. 
Share capital was reduced and the future income tax liability increased by $1.3 million at December 31, 2001, to 
reflect the income tax benefits foregone of the expenditures renounced. During 2002, the Company incurred 


the eligible exploration expenditures to satisfy the terms of the flow-through share offering. 


Included in accounts receivable is a loan outstanding to an executive officer and director for $64,645 (2001 - 
$80,435). This loan is evidenced by a promissory note, is secured by a pledge of 197,672 Common Shares of 


the Company and bears interest at prime plus 1% per annum. 


(c) Stock option plan: 
The Company has a stock option plan to provide options for directors, officers and employees to purchase 


Common Shares of the Company. 


The stock options are exercisable over a two to five-year period exercisable on a cumulative basis ranging 


from 20% to 50% per year. 
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(d) 


(e) 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Changes in the number of options with their weighted average exercise price are summarized below: 


2002 ezOO8 tail i 
Weighted Weighted 
Number Average Number Average 
of Exercise of Exercise 
: f Options Price Options Price 
Outstanding, beginning of year 2,941,664 $ 0.92 2,948,778 $ 0.74 
Granted 671,000 0.96 734,108 1.12 
Cancelled/expired (205,500) 5.40 (91,927) (0.86) 
Exercised (75,712) 0.31 (649,295) (OLS2)in 


Outstanding, end of year 3,331,452 $ 0.66 2,941,664 $ 0.92 


Exercisable, end of year _ 2,124,763 S$ __0.49 MN eOL SON ili ue oe L2ON\. 


The following table summarizes stock options outstanding and exercisable under the plan at December 31, 2002: 


Options Outstanding Options Exercisable 
Weighted 

Average Weighted Weighted 
Range of Remaining Average Average 
Exercise Number Contractual Exercise Number Exercise 
Prices Outstanding Life (Years) i AVRCICS Exercisable ‘Prices 
$0.25 - $0.38 231,463 1.5 $ 0.27 197,463 Se O27, 
$0.40 - $0.49 1,746,756 247, 0.42 1,652,356 0.42 
$0.70 - $1.05 711,000 3.5 0.89 96,533 0.81 
$1.13 - $1.29 642,233 3.9 1.20 178,411 oe AO 
$0.25 - $1.29 3,331,452 3.3 $ 0.66 2,124,763 $ 0.49 


Per share amounts: 
A total of 25,000 (2001 - 765,733) options were excluded from dilution calculations, as they were anti-dilutive. 


Shareholder Protection Rights Plan: 

A Shareholder Protection Rights Plan (the “Rights Plan”) was approved at the Annual and Special General 
Meeting of Shareholders on June 6, 2001. The Rights Plan utilizes the mechanism of the Permitted Bid to 
ensure that a person seeking control of the Company (an “Acquiring Person”) allows shareholders and the 
Board of Directors sufficient time to evaluate the bid and time to explore and develop alternatives for max- 
imizing shareholder value. The purpose of the Permitted Bid (a bid which provides that shares tendered to 
the bid will not be taken up prior to 60 days following the date of the bid) is to encourage a potential bidder 
to avoid the dilutive features of the Rights Plan by making a Permitted Bid or by negotiating with the 
Directors the terms of an offer which is fair to all shareholders. If a Take-Over-Bid does not qualify as a 
Permitted Bid, or if the Rights Plan is not waived by the Board of Directors in respect of that Take-Over-Bid, 
the Rights Plan provides that shareholders other than the Acquiring Person may purchase shares at a 
50% discount to the market price thereby diluting the value of the Acquiring Person’s shares. The Rights 
Plan will expire unless ratified by shareholders following its fifth anniversary and expires on its tenth 


anniversary. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(f) Stock-based compensation: 
No compensation expense has been recognized when stock options are granted for employees. Had com- 
pensation expense been determined based on the fair value method for awards made after December 31, 
2001, the Company’s earnings and earnings per share would have been adjusted to pro forma amounts indi- 
cated below: j 


Earnings for the year — as reported $ 2,741 
Earnings for the year — pro forma $ 2,657 
Earnings per share basic — as reported $ 0.08 
Earnings per share basic — pro forma $ 0.08 
Earnings per share diluted — as reported $ 40:07 
Earnings per share diluted — pro forma $. 0.07 


The pro forma amounts exclude the effect of stock options granted prior to January 1, 2002. The weighted 
average fair value of options granted during the year ended December 31, 2002, was $0.66 per option using 
the Black-Scholes option pricing model. The following table sets out the assumptions used in applying the 
Black-Scholes model: 


Risk free interest rate 5.5% 

Expected life (in years) 5 

Expected volatility 77% 
Note 6. TAXES 


The provision for income taxes differs from the amount obtained by applying the combined Federal and 


Provincial income tax rate to earnings before taxes. The difference relates to the following items: 


re 2002 2001 
Statutory tax rate: 44.2% 44.5% 
Expected tax provision $ 2,612 $ 4,326 
Increase (decrease) resulting from: 
Crown royalties, net of ARTC 1,790 aSo 
Resource allowance (1,619) (1,821) 
Benefit of accounting losses previously unrecognized - (240) 
Other (63) - 
Future income taxes 2,720 3,596 
Capital and other taxes 449 340 
$ 3,169 $ 3,936 
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Note 7. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


The components of the net future income tax liability are as follows: 


2002 2001 
Future income tax assets: 
Non-capital losses Siui73s $ 1,744 
Future site restoration 926 796 
Share issue costs 156 142 
2,815 2,682 
Future income tax liabilities: 
Capital assets (7,663) (3,848) 


Net future income tax liability $ (4,848) $ (1,166) 


The Company has non-capital tax losses of $3.9 million which expire commencing in 2005. 


FINANCIAL INSTRUMENTS: 


The Company is exposed to fluctuations in commodity prices, interest rates and exchange rates. The Company 


monitors and, when appropriate, utilizes financial instruments to manage its exposure to these risks. 


(a) 


(b) 


(c) 


(d) 


Commodity price risk management: 
The Company periodically enters into oil and gas agreements to provide it exposure to a portfolio of pricing 


indices. 


At December 31, 2002, the Company had a costless collar oil hedge in place for the period from April 1, 
2002, to March 31, 2003, for 700 barrels of oil per day with a range of Cdn $35.00 to Cdn $44.75. The set- 
tlement of this hedge as at December 31, 2002, would have required a payment of $172,000. 


Foreign currency risk management: 
The Company is exposed to foreign currency fluctuations. The Company may periodically use financial 
instruments, including forward exchange contracts and currency options to manage this exposure. At 


December 31, 2002, there were no contracts or options outstanding. 


Credit risk management: 

Accounts receivable include amounts receivable for oil and gas sales. These sales are generally made to 
large, credit worthy purchasers. The Company views the credit risks on these items as insignificant. 
Amounts receivable from joint venture partners included in accounts receivable are recoverable from pro- 


duction and, accordingly, the Company views the credit risks on these amounts as insignificant. 


Fair values of financial instruments: 
Cash, accounts receivable, accounts payable, accrued liabilities and bank debt have carrying values that 


approximate fair value due to the near term maturity of these financial instruments. 
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Supplemental Information 


UNDEVELOPED LAND 
Cavell substantially increased its inventory of total undeveloped land in 2002 through Crown land sales, property acquisitions 


/ 


and farm-ins. Cavell's inventory of undeveloped acreage is 122,547 net acres and has been valued by management at 
$110.00/acre totalling $12.0 million. 


Western Saskatchewan increased its total undeveloped land inventory to 108,484 acres in 2002 (105,284 acres net of farm-in 
acres). With these additions, Cavell is in the enviable position of possessing ample resources to maximize growth on an accel- 
erated basis. 


PRODUCTION 

Cavell averaged 2,244 boed in 2002, slightly lower than 2001 due to the short-term impact of the delay in Cavell's gas drilling 
program. Fourth quarter 2002 production significantly increased compared to the third quarter as Cavell's successful drilling 
program started to yield production results. Average daily production was 2,572 boed in the fourth quarter, with average daily 
production for December of 2,721 boed comprised of 9.3 mmef/d of natural gas and 1,178 bbls/d of oil. December's average 
rate of 9.3 mmcf/d represents an increase of 138 per cent in natural gas production as compared to the third quarter's pro- 
duction of 3.9 mmcef/d. 


This production increase demonstrates the growth potential contained in the Company's assets, providing a strong indication of 
Cavell's potential for 2003. The activities of 2002 strongly position Cavell to achieve its production goal of 5,000 boed by the 
end of 2004. 


Years ended December 31, 2002 2001 

i % change 
Production by Area bbi/d mef/d boed bbi/d mef boed boed 
SE Saskatchewan 1,277 478 1,356 1,479 665 1,590 (15) 
WC Saskatchewan 17 3,421 587 13 1,632 345 70 
SW Saskatchewan - 717 120 - - - 100 
Alberta - 1,085 _ 181 - 2,580 430 (58) 
Total 1,294 5,701 2,244 1,552 4,877 2,365 (5) 
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SUPPLEMENTAL INFORMATION 


ADDITIONS TO CAPITAL ASSETS 

The following table shows Cavell's additions to capital assets on exploration, development and other types of capital expen- 
ditures for the periods indicated. Net additions to capital assets in 2002 were $22.2 million, with the majority focused in 
Cavell's Western Saskatchewan natural gas areas. This resulted in significant reserve and production gains in the latter part of 
the year. 


Capital Expenditures ($000s) 2002 2001 
Land acquisition and lease rentals $0,837, $ 2,146 
Acquisition of producing properties 277 - 
Geological and geophysical 2,795 2,271 
Drilling and completion 10,886 8.695 
Lease and well equipment 2,234 2,975 
Production facilities 5,211 1,275 
Other b 223 Lean LAs 
Total additions to capital assets 26,963 17,506 
Proceeds on sale of capital assets q Ne (4,812) (1,120) 


Total additions to capital assets 222.151 CS 16,386 


NET ASSET VALUE 
Cavell estimated that its 2002 year-end net asset value is $2.15 per issued share based on the new year-end MBA and GLJ inde- 
pendent reserve evaluation. This is a 60 per cent increase over the 2001 year-end net asset valuation. 


Net Asset Value ($000s, except as otherwise noted) 


Years ended December 31, 2002 _ 2001 % change 
Net present value of established reserves discounted at 10% $ 82,566 $ 47,293 75 
Debt (including working capital deficit) (17,141) (9,379) 83 
Undeveloped land and seismic* 15,000 10,500 " AS) y 
Outstanding Common Shares (Basic) 37,372 36,070 4 

Net Asset Value per issued share PO ORY $2.15 Ge Si34 60 


*Undeveloped land is valued at $110.00/acre and seismic values total $3.0 million 
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SUPPLEMENTAL INFORMATION 


PETROLEUM RESERVES 

Cavell's petroleum reserves have been evaluated as at January 1, 2003, by Martin & Brusset Associates (South East and West 
Central Saskatchewan) and Gilbert Laustsen Jung Associates (South West Saskatchewan). The following table summarizes the 
key findings of the independent reserve report. 


Reserve Year 2002 2002 2001 % 


Escalated Price Net Working Interest W.l. _ Change 
Oil Gas Total Oil Gas Total Total 

As of January 1, 2003 (mstb) (mmef) mboe (mstb) (mmcef) mboe mboe 

Proved Producing 2,065 12,217 4,101 2,470 14,683 4,917 3,535 

Proved Non-Producing 300 519 387 353 550 446 420 

Proved Undeveloped 725 10,534 2,481 799 11,356 2,692 1,385 

Proved Reserves (previous period) 4,411 5,577 5,341 5,611 

Discoveries 243 25,584 4,507 1,244 

Acquisitions (Disposals) (8) (2,852) (483) (252) 

Revisions (552) 361 (491) (399) 

Production (472) (2,081) (819) (863) 

Total Proved 3,090 23,270 6,969 3,623 26,589 8,054 5,341 51 

Probable Additional 858 6,656 1,968 1,039 7,812 2,341 1,911 

Total Proved plus Probable 3,948 29,926 8,937 4,661 34,401 10,395 7,252 43 

Risked Probable (50%) (429) (3,328) (984) (519) (3,906) (1,170) (956) 


Established 3,519)526;598 7,953 4,142 30,495 9,224 6,296 47 


* Columns/rows made not add due to rounding 


PRODUCTION REPLACEMENT AND RECYCLE RATIO 

The reserve additions of 2002 contributed to increasing both Cavell's replacement and recycle ratios. Production has been 
replaced by 2.3 times over the past three years, indicating that the Company is effectively managing its resources for the future. 
The three-year recycle ratio was 2.0, measuring the efficiency of the Company's capital program relative to product netbacks. 


2002 2001* 2000 2000-2002 
Replacement Ratio 
Production (mboe) 819 863 523 2,205 
Proved Net Reserve Additions and Revisions 3,533 593 981 5,139 
Production Replacement Ratio 4.3 0.7 1.9 2.3 
Recycle Ratio 
Netbacks ($/boe) $ 18.25 $ 20.97 $ 21.57 $ 20.10 
Proved Finding and Development Costs ($/boe) $ 732 $ 28.67 $ 9.41 $ 10.13 
Recycle Ratio 2.5 0.7 2.3 2.0 


*The 2001 recycle ratio is lower than other years principally as 


a result of reserve revisions and the drilling of PUD reserves. Total Proved Reserves by Area (6:1) 


December 31, 2002 
Pe SE Saskatchewan 
a WC Saskatchewan 
Po) SW Saskatchewan 
Stoughton 6% WB other 
Oakley 7% 
West Hastings 2% 


Minors 1% Birling 8% 


Hastings 6% 


Shackleton 37% 


Innes 16% ? 
Baldwinton 12% 


Bienfait 2% Hume 3% 
48 / CAVELL ENERGY CORPORATION 


SUPPLEMENTAL INFORMATION 


NET PRESENT VALUE SUMMARY 


Discounted Net Cash Flow before Tax ($000s) 2001 % Change 
January 1, 2003 0% 10% 15% 20% 10% @10% 
Proved Producing $ 76,002 $48,277 $42,029 $ 37,624 $ 27,158 78 
Proved Non-Producing 5,324 3,573 3,067 2,686 2,767 29 
Proved Undeveloped ates 45,502 23,092 18,043 14,615 10,988 110 
Total Proved $ 126,828 $ 74,942 $63,139 $ 54,925 $ 40,913 83 
Probable Additional 41,321 15,248 11,237 8,818 12,760 20 
Total Proved plus Probable $ 168,149 $90,190 $ 74,376 $ 63,743 $ 53,673 68 
Risked Probable (50%) (20,661) (7,624) (5,619) (4,409) (6,380) 20 
Established* $ 147,488 $ 82,566 $68,757 $ 59,334 $ 47,293 75 


*Established = Proved + 1/2 Probable 


In preparing the net present values, MBA and GLJ assumed total net capital expenditures of $11.5 million over the life of the 
total reserves. The first five years of MBA and GL]'s January 1, 2003, oil and gas price forecast used in Cavell's year-end reserve 
report is as follows: 


WTI Crude Sask Spot 
Year US$/bbl Cdn$/mef 
2003 $24.00 $5.65 
2004 $22.00 $5.00 
2005 $22.00 $4.70 
2006 $22.10 $4.85 
2007 $22.40 $4.85 


DRILLING HISTORY 
The following table sets forth Cavell's gross and net exploratory and development wells drilled for the periods indicated. 


2002 2001 
Gross Wells (2) Net Wells (2) Gross Wells (2) Net Wells (2) 
Productive Wells (7) 35 34 17 15 
Suspended 9 9 U/ 7 
Dry and abandoned 6 6 4 4 
Total 50 49 28 26 
Success Rate 88% 84% 


Notes: 


(1) "Productive well" means any well that at time of rig release was anticipated to produce sufficient revenues to cover necessary expenditures 
for completion costs, equipping costs, operating costs and royalties. 


(2) "Gross wells" means the total number of wells in which Cavell has an interest and "Net wells" means the number of Gross wells multiplied by 
Cavell's working interest in such wells, shown on the basis that all interests convertible at payout have not been converted. 
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SUPPLEMENTAL INFORMATION 


FISCAL 2002 QUARTERLY SUMMARY 


(thousands of Canadian dollars, except volume and share data) 


Financial 


Petroleum and natural gas sales 


Royalties 

Production expenses 
Field netbacks 
Cash flow from operations 

Per share - basic ($) 

Per share - diluted ($) 
Net earnings 

Per share - basic ($) 

Per share - diluted ($) 
Net additions to capital assets 
Bank debt 
Total debt 
Common shares outstanding 

End of period 

Weighted average 


Operations 

Oil (bbls) 

Natural gas (mcf) 

Average production 6:1 
Average production (boed) 6:1 


WTI ($US/bbl) 
Average oil sales price ($/bbl) 
Average gas sales price ($/mcf) 
Average sales price ($/boe) 
Field netbacks ($/boe) 
Wells drilled 
Gross 
Net 
Success rate (%) 
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5,391 
11,000 
iZ,072 


36,076,598 
36,071,931 


121,329 
516,624 
207,433 

2,305 


21.67 
29.96 

SES 
25.37 
13.68 


11 
10 
55 


11,850 
13,142 


36,094,445 
36,091,471 


111,025 
477,618 
190,628 

2,095 


26.25 
37.40 

3.80 
31.32 
19.04 


100 


Q3 Q4 Year 
5,958 7,975 25,165 
1,015 1,744 5,347 
Ao 1,376 4,869 
3,628 4,855 14,949 
3,059 4,029 12,203 

0.09 0.11 0.34 
0.08 0.11 0.33 
841 1,091 2,741 
0.03 0.03 0.08 
0.03 0.02 0.07 
4,001 9,221 22,151 
11,100 15,600 15,600 
14,084 17,141 17,141 
36,094,445 37,372,310 37,372,310 
36,094,445 36,236,359 36,123,551 
124,762 115,161 472,277 
357,978 728,779 2,080,999 
184,425 236,624 819,110 
2,005 2,572 2,244 
28.39 28.32 26.11 
39.19 37.56 36.00 
2.99 5.01 3.92 
32.31 33.70 30.72 
19.67 20.52 18.25 
12 22 49 

12 22 48 

92 100 88 


SUPPLEMENTAL INFORMATION 


FISCAL 2001 QUARTERLY SUMMARY 


(thousands of Canadian dollars, except volume and share data) 


Q1 Q2 Q3 a4 Year 
Financial 
Petroleum and natural gas sales 6,546 7,432 8,299 4,996 27,273 
Royalties 1,370 1,182 1,217 932 4,701 
Production expenses 952 1,148 TAT 1,211 4,468 
Field netbacks 4,224 5,102 5,925 2,853 18,104 
Cash flow from operations 3,556 4,477 5,347 2,186 15,566 
Per share - basic ($) 0.11 0.14 0.16 0.06 0.47 
Per share - diluted ($) 0.11 0.13 0.16 0.06 0.46 
Net earnings 1,873 1,732 2,164 15 5,784 
Per share - basic ($) 0.06 0.05 0.07 - 0.18 
Per share - diluted ($) 0.06 0.05 0.06 - 0.17 
Net additions to capital assets 4,898 3,567 4,146 SALT 16,386 
Bank debt 10,490 10,500 9,000 8,800 8,800 
Total debt 12,681 11,767 10,546 9,379 9,379 
Common shares outstanding 
End of period 32,826,345 32,841,787 32,902,478 36,069,598 36,069,598 
Weighted average 32,363,765 32,833,141 32,856,203 33,385,940 32,862,553 
Operations 
Oil (bbls) 98,652 142,451 183,538 142,000 566,641 
Natural gas (mcf) 363,279 433,433 524,502 458,933 1,780,147 
Average production 6:1 159,199 214,690 270,955 218,489 863,333 
Average production (boed) 6:1 1,769 2,359 2,945 2,375 2,365 
WTI ($US/bbl) 28.70 27.97 26.50 20.31 25.86 
Average oil sales price ($/bbl) 34.53 35.65 36.92 25.56 33.33 
Average gas sales price ($/mcf) 8.64 5.44 2.90 2.98 4.71 
Average sales price ($/boe) 41.12 34.62 30.63 22.87 31.59 
Field netbacks ($/boe) 26.54 23.76 21.87 13.06 20.97 
Wells drilled 
Gross 9 7 7 5 28 
Net 9 7 5 5 26 
Success rate (%) 89 86 86 80 84 
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FOUR-YEAR SUMMARY 


(thousands of Canadian dollars, except volume and share data) 


2002 2001 2000 1999 
Financial 
Revenues 
Petroleum and natural gas saies 25,165 27,273 19,243 9,115 
Royalties 5,347 4,701 4,386 2,125 
Revenue, net of royalties 19,818 22,572 14,857 6,990 
Expenses 
Production 4,869 4,468 eR Rey Ail 2,455 
General and administration 1,751 1,434 892 987 
Interest 589 764 986 926 
Depletion and depreciation 6,257 5,545 2,424 1,882 
Site restoration 442 641 338 280 
Cash flow from operations 12,203 15,566 9,017 2,314 
Per share - basic ($) 0.34 0.47 0.29 0.08 
Per share - diluted ($) 0.33 0.46 0.28 0.08 
Net earnings (loss) 2,741 5,784 9,855 (212) 
Per share - basic ($) 0.08 0.18 0.32 (0.01) 
Per share - diluted ($) 0.07 0.17 0.31 (0.01) 
Balance sheet information 
Net capital additions 22,151 16,386 8,498 3,322 
Bank debt 15,600 8,800 9,678 11,500 
Total debt 17,141 9,379 11,512 12,701 
Total assets 64,631 47,678 39,461 28,238 
Shareholders’ equity 34,638 30,630 23,063 12,538 
Common share information 
Shares outstanding at year end (000s) 
Basic 37,372 36,070 32,296 30,050 
Diluted 38,699 37,165 35,724 34,488 
Weighted average common shares (000s) 
Basic 36,124 32,863 30,722 27,237 
Diluted 37,450 33,958 31,817 31,740 
Equity market capitalization 51,200 29,938 17,763 5,108 
Operations 
Reserves (000s of boe 6:1) 
Proven 8,054 5,341 5,610 5,120 
Probable (unrisked) 2,341 1,912 2,042 pet 
Total 10,395 i252 7,653 6,832 
Established 9,224 6,296 6,632 5,976 
Production and netbacks 
Average boe per day 2,244 2,365 1,429 1,086 
Total boe 819,110 863,333 523,141 396,386 
Average sales price ($/boe) 30.72 31.59 36.78 23.00 
Operating costs ($/boe) 5.94 5.17 6.83 6.19 
Field netbacks ($/boe) 18.25 20.97 21.57 11.44 
All-in cash netback ($/boe) 14.85 18.03 17.37 5.84 
Land holdings 
Total land (000s of net acres) 149 106 127 107 
Undeveloped land (000s of acres) 126 97 116 98 
Drilling activity 
Gross wells 50 28 12 7 
Net wells 49 26 13 7 
Success rate (%) 88 84 85 70 
Number of employees 
Head office 15 12 12 13 
Field office 2 1 1 1 
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G) Member of Corporate Governance bbls barrels The following table sets forth certain standard conversions from 
Committee mbbls thousands of barrels Standard Imperial Units to the International System of Units (or 
boe barrels of oil equivalent metric units). 
boed barrels of oil equivalent per day 
mboe thousand barrels of oil equivalent TO CONVERT FROM TO MULTIPLY BY 
mmboe _ million barrels of oil equivalent mef cubic metres (m3) 28.174 
WTl West Texas Intermediate cubic metres (m3) cubic feet 35.494 
mef thousand cubic feet bbls cubic metres 0.159 
mmef million cubic feet cubic metres (m3) bbls 6.290 
mstb thousand stock tank barrels feet metres 0.305 
mmstb million stock tank barrels NEUE feet 3.281 
mmbtu million British thermal units nies kilometres 1.609 
kilometres miles 0.621 
acres hectares 0.405 


hectares acres 2.471 
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